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ABSTRACT

The impact of population ageing on the social budgets of the future is a phenomenon
confronting many of the world’s wealthiest and most advanced nations. The impending
retirement of the ‘baby boomers’ has raised concerns about the inadequacy of budgetary
frameworks (both conceptual and real) to fulfil the financial commitments of
demographically sensitive programs, namely old age pensions. Pension schemes represent,
by far, the largest social welfare commitment of first world nations. Old age pensions are
also demographically sensitive. Furthermore, pension systems play a crucial role in
alleviating poverty, in recognising the previous contribution of an individual and in
maintaining of the social and economic wellbeing of democratic polities.
The financial stability of pension schemes and the ability of governments to meet future
commitments will become significant issues of public policy as the pressures from
population ageing intensify. Yet, committing resources, or budgeting, for longer-term
pressures is an inherently problematic exercise both from an intellectual and a practical
perspective. For long-term resourcing to be successful it requires perfect foresight and a
level of political commitment that typically eludes most politicians and governments.
Longer or medium-term budgetary pressures are often ignored or avoided until they impact
on the immediate chances of either fiscal or electoral success. As such, societies face the
prospect of looming financial burdens, but only have a box of short-term tools at their
disposal and a limited body of scholarship to guide them through this ticking political ‘time
bomb’.
This research tackles a significant omission in the existing literature on budgeting, public
policy and social welfare, by proposing a conceptual framework for the anticipation,
conceptualisation and analysis of future budget pressures. In doing so, it brings together
analytical frameworks of government budgeting and social policy from a number of
disciplinary areas and weaves them into a conceptual framework that allows for diagnostic
and prescriptive analysis of budgetary pressures within a particular policy/spending area.
The framework is also compatible with existing budgetary frameworks and decisionmaking processes.
Through the analysis of the old age pension systems in Australia, Canada and Sweden this
thesis makes an important contribution to the understanding of how demographic transition
will impact on the future stability of pension schemes. The thesis contends that ageing
populations will place significant pressure on each pillar of the pension system to meet its
future financial commitments. This pressure will, in turn, have important implications for
national budgetary processes and old age pension policy over the coming decades. In
particular, governments will be required to implement a range of techniques that sit both
within and beyond the traditional bounds of most budget processes. It will be imperative for
researchers to explore the complexities and political possibilities of budget reform and to
search for ways in which the longer-term needs of society can be adequately satisfied
through the budget process.

iii

TABLE OF CONTENTS

ABSTRACT…
TABLE OF CONTENTS…
LIST OF TABLES…
LIST OF FIGURES…
ACKNOWLEDGEMENTS…
ABBREVIATIONS…
STATEMENT OF ORIGINALITY…

…iii
…iv
…ix
…x
…xi
…xii
…xiv

PART I
INTRODUCTION – ANTICIPATING LONGER-TERM BUDGET
PRESSURES: THE CASE OF OLD AGE PENSIONS…
The Research Questions…
The Research Rationale...
The Conceptual Framework of the Thesis…
Schick’s Functional Framework of Budgetary Analysis…
The World Bank’s Multi-pillared Pension System…
Comparative Analysis: Old Age Pensions in Australia, Canada and
Sweden…
Historical Focus…
Data Collection Techniques…
Chapter Overview and Arguments…
CHAPTER 1 – THE STUDY OF LONG-TERM BUDGETING AND
OLD AGE PENSIONS…
The Study of Budgetary Politics…
Limitations of the Current Literature on Multi-year and Long-term
Budgeting…
The Theoretical Foundations and Defence of the Thesis’ Budgetary
Framework…
The Study of Old Age Pensions…
The Theoretical Foundations and Defence of a Multi-pillared Pension
System…
Conclusions Regarding the Two Fields of Scholarship…
CHAPTER 2 – THE MAIN CONTOURS IN THE DEVELOPMENT
OF OLD AGE PENSIONS: AUSTRALIA, CANADA AND
SWEDEN…
From Humble Beginnings! Alleviating Aged Poverty in an Emerging
Capitalist System: 1800s–1910s…

…1
…2
…4
…6
…6
…11
…14
…17
…18
…20

…23
…23
…25
…28
…35
…36
…43

…45
…47

iv

The Early Road to Pension Legislation: Australia and Sweden Push
Ahead…
Old Age Pensions in an Expanding Welfare State: 1910s–1945…
‘She’ll be Coming Round the Mountain When She Comes’: The Road to
Pension Legislation in Canada…
The Incremental Expansion of Old Age Pension Benefits…
Pensions in an Era of Post-war Reconstruction: 1945–1975…
The Limited Expansion of the Australian Pension System…
The Expansion of the Swedish Pension System…
The Expansion of the Canadian Pension System…
The Rising Cost of Pension Systems…
Old Age Pensions in an era of Welfare State Reform: 1975–2003…
The Quest for Control of Pension Spending in Australia, Canada and
Sweden: 1980-1990…
Aligning Benefits with Contributions: the Longer-term Financial
Stabilisation of the Australian, Canadian and Swedish Pension Systems…
Concluding Remarks...
CHAPTER 3 – STRUCTURE OF THE PENSION SYSTEMS IN
AUSTRALIA, CANADA AND SWEDEN…
The Australian Old age Pension System…
First Pillar: The Age Pension…
Second Pillar: Compulsory Superannuation…
Third Pillar: Private Saving System (including Voluntary
Superannuation)…
Additional Benefits Available to Old age Pensioners…
Reciprocal Social Welfare Arrangements…
The Canadian Old age Pension System…
First Pillar: Old Age Security (including the Guaranteed Income
Supplement and the Spouse and Survivor’s Allowance)…
Second Pillar: The Canada Pension Plan and Quebec Pension Plan…
Third Pillar: Registered Retirement Savings Plans and Employer Pension
Plans…
Additional Benefits Available to Old Age Pensioners…
Reciprocal Social Welfare Arrangements…
The Swedish Old age Pension System…
First Pillar: Supplementary Pension…
Second Pillar: the Pay-go and Premium Pension…
Third Pillar: Private Savings System…
Additional Benefits Available to Old Age Pensioners…
Reciprocal Social Welfare Arrangements…
Concluding Remarks…

…53
…57
…58
…60
…63
…64
…65
…67
…69
…71
…72
…75
…83

…85
…85
…85
…87
…89
…90
…91
…91
…92
…93
…94
…95
…95
…95
…96
…97
…98
…99
…99
…99

v

CHAPTER 4 – THE ACTORS THAT INFLUENCE OLD AGE
PENSION FINANCING…
The Cast of Characters…
Guardians of the Public Purse…
Finance Ministries and Central Budget Agencies: the Core Guardians…
Quasi Guardians Operating in Addition to CBAs…
The Spenders of the Public Purse…
Social Ministries and Portfolios: the Core Spenders…
Peripheral Spending Agencies: Distributional Coalitions and Vested
Interest Groups…
Combined Guardians and Spenders…
Prime Ministers and Parliamentary Party Leaders…
The National Social Insurance Board: Dual Budget Responsibilities…
Concluding Remarks…

…101
…101
…103
…103
…121
…127
…127
…135
…137
…137
…139
…142

PART II
CHAPTER 5 – THE CLAIMING FUNCTION: THE PROJECTED
INCIDENCE OF FUTURE CLAIMS FOR OLD AGE PENSION
RESOURCES…
The Changing Nature of a Budget Claim…
Evidence of an Ageing Population…
Declining Fertility Rates…
‘Declining Mortality and Growing Longevity’…
Ageing and Old age Pension Systems…
The Changing Nature of Economic Dependency…
Longer-term Costs…
What Sparks Government’s Interest in Old age Pensions?...
Theoretical Explanations…
Pension Reform Between 1980 and 2000: Explaining why Governments
Become Interested in Old Age Pensions…
Predicting the Future Likelihood of Pension Reform: an Indicative
Approach…
Concluding Remarks…
CHAPTER 6 – THE GENERATING FUNCTION: GENERATING
PENSION RESOURCES TO MEET FUTURE PENSION
COMMITMENTS…
Financing Old Age Pension Systems in Australia, Canada and
Sweden…
Who Pays for Old age Pensions and How is this Determined?...
Who does not Pay for Pension Systems? The Policy Implications…
Reforming the Generating Function: the Significance of the World
Bank Agenda…
The Transition Towards Fully-funded Pension Schemes…
The Privatisation of Pension Systems…

…147
…148
…150
…151
…153
…156
…157
…160
…161
…163
…166
…171
…172

…175
…176
…177
…182
…185
…186
…191
vi

Scope for Generating Additional Pension Resources in Australia,
Canada and Sweden…
The Taxation of Pension Systems: a Paradoxical Event…
Other Generating Options Pursued by Central Governments…
Facilitating Change: the Current and Future Roles of Central
Governments…
CHAPTER 7 – THE RATIONING FUNCTION: RATIONING
PENSION RESOURCES TO MEET FUTURE COMMITMENTS…
Understanding Budget Rationing: Definition and Techniques
Employed…
What is Rationing?...
Rationing First Pillar Pension Schemes: Cash and Administrative
Techniques…
Cash Rationing…
Administrative Rationing…
Rationing Second Pillar (Contributory Public) Schemes: Cash and
Administrative Techniques…
Cash Rationing…
Administrative Rationing…
Scope for Rationing Pension Resources: Additional Opportunities
Available to Pension Actors …
First and Second Pillar Pension Schemes…
Concluding Remarks: Rationing Pension Resources to Meet Future
Commitments…
CHAPTER 8 – THE POLICY FUNCTION: POLICY OPTIONS FOR
MEETING FUTURE PENSION COMMITMENTS…
Limitations of Current Budgetary Arrangements: why Medium-term
Frameworks are Insufficient?...
The Main Policy Options…
Exchanging Information and Planning…
Rationing Claimants and Adjusting Resources…
Additional Policy Options…
The Art of the Possible: Political Possibilities and Consequences of
Policy Reform…
Exchanging Information and Planning: the Politics of…
Rationing Claimants and Adjusting Resources: the Politics of…
Additional Policy Options: the Politics of…
Concluding Remarks…

…194
…195
…201
…202

…205
…206
…206
…212
…212
…215
…223
…223
…225
…226
…227
…228

…231
…232
…234
…235
…241
…247
…249
…249
…256
…260
…263

vii

CONCLUSION – A FRAMEWORK FOR ANTICIPATORY
BUDGETING…
Significance of the Thesis…
Summary of Main Findings…
The History of Old Age Pensions…
Ageing Populations Place Expenditure Pressures on Old age Pension
Systems…
Budget Levering: Generating Additional Resources or Rationing Existing
Expenditure?...
Conceptualising the Options for Reform…
Implications of the Research Findings…
Policy Implications for Demographically Sensitive Expenditure…
Implications for the Study of Long-term Budgeting…
Implications for the Study of Old Age Pensions…
Future Research Opportunities…

…265
…265
…267
…267
…268
…269
…271
…271
…271
…272
…273
…273

APPENDIX – SCHEDULE OF INTERVIEWS…

…275

PRIMARY REFERENCES…

…279

SECONDARY REFERENCES…

…301

viii

LIST OF TABLES

Table 1 – Size of the Population and Annual GDP in Australia,
Canada and Sweden in 2002…
Table 2 – Population Aged 60 Years and Above at 1900 in Australia,
Canada and Sweden…
Table 3 – The Growth of Central Government Expenditure on Old
Age Pensions as a Percentage of GDP in Australia, Canada and
Sweden 1960-1985…
Table 4 – Functional Analysis of Core Guardian Agencies…
Table 5 – Functional Analysis of Quasi-guardians…
Table 6 – Functional Analysis of Core Spending Agencies…
Table 7 – Functional Analysis of Combined Guardian-Spender
Agencies…
Table 8 – Tax Expenditures Granted to the Old Age Pension System…
Table 9 – McCaffery and Jones’ (2001) Instruments for Rationing
Entitlement Expenditure…
Table 10 – The Eleven Policy Options Available to National
Governments…
Table 11 – National Immigration Levels Between 1992 and 2002…

…16
...53

…71
…121
…127
…135
…142
…200
…211
…234
…247

ix

LIST OF FIGURES

Figure 1 – Conceptual Map of the Thesis…
Figure 2 – Historical Decline of the Fertility Rate in Australia, Canada
and Sweden 1900-2000…
Figure 3 – Percentage of the Elderly Population Aged 80 Years and
Above in Australia, Canada and Sweden 2000-2050…
Figure 4 – Estimated Recipients of Old age Pension Benefits (in
millions) in Australia, Canada and Sweden 2000-2050…
Figure 5 – Percentage of the Total Population Aged Between 15 and 64
years in Australia, Canada and Sweden 2000-2050…
Figure 6 – Old Age Dependency (approximate percentage) in
Australia, Canada and Sweden 2000-2050…
Figure 7 – Estimated Expenditure on Old Age Pensions as a
Percentage of GDP in Australia, Canada and Sweden 2000-2050…
Figure 8 – The Oscillation of Old Age Pension Issues in Australia,
Canada and Sweden 1980-2000…
Figure 9 – Future Policy Opportunities for Old Age Pension Reform in
Australia, Canada and Sweden 2010-2050…

…14
…153
…155
…156
…158
…159
…161
…167
…172

x

ACKNOWLEDGEMENTS
This thesis would not have been possible without the wisdom, guidance, support and
critical eye of my principal supervisor Professor John Wanna. John, your encouragement,
experience in the field and financial support provided the perfect platform to conduct an
ambitious research project of a comparative nature. My appreciation is also extended to my
associate supervisor Dr Joanne Kelly. Joanne, your expertise in comparative budgeting and
your tough, but fair, comments on various drafts of the manuscript are greatly appreciated.
Thanks also for your assistance with the coordination of two research trips to the Treasury
Board Secretariat, Ottawa. I could not have asked for two more professional and generous
supervisors.
I wish to sincerely thank the many people I interviewed for this thesis. To those who gave
their precious time and considered thoughts, I am grateful. I would like to thank the
Australian DoFA, the Commonwealth Treasury, the department of FaCS and the ANAO
for being kind enough to accept the invitation of an interview. In Canada, I wish to thank
the TBS, the DoF, the HRDC, the OAG, the OSFI and the NCW for their time and for
sharing their invaluable experience. Furthermore, thanks to the Swedish MoF, the MHSA,
the NSIB and the Swedish Audit Office for numerous interviews whilst I was in
Stockholm. Of course any misrepresentation of events or history is entirely the fault of my
own.
In particular, I would like to acknowledge Mr Stephen Bartos who, as Deputy Secretary of
the Australian Department of Finance and Administration, initially alerted me to the need
for a systematic and scholarly analysis of long-term budget pressures and problems. Mr
Mike Joyce, thank you also for inviting me to spend time in the Treasury Board Secretariat
on two occasions in 2002 and 2003 and for your support of this research project.
To those who read drafts of the manuscript I am grateful. Thanks to C. Broughton, Dr R.
Eccleston, T. Corbett, J. Hall, H. Marks and A. Marks for your considered comments on
various drafts of the final manuscript. My appreciation is also extended to the Department
of Politics and Public Policy, Griffith University, who provided me with a PhD scholarship,
office space and a collegial research environment.
On a more personal note, I wish to sincerely thank my friends, family and loved ones for
their support, encouragement and, above all else, patience throughout the entire PhD.
Without their continuous support and kind words, this thesis would have undoubtedly been
a less rewarding experience.

xi

ABBREVIATIONS
ABS
ACOSS
ACTU
ADB
ANAO
APRA
ASIC
ATO
ATP
AWE
CBA
CPI
CPP
CRA
DB
DC
DHS
DoF
DoFA
EPP
EU
FaCS
GDP
GIS
GST
HRDC
IMF
LTBPU
LTEF
MHSA
MoF
MTEF
NCA
NCW
NDC
NSIB
OAG
OAGA
OAS
OECD
OPEC
OSFI

Australian Bureau of Statistics
Australian Council of Social Services
Australian Council of Trade Unions
Asian Development Bank
Australian National Audit Office
Australian Prudential Regulation Authority
Australian Securities and Investments Commission
Australian Tax Office
The People’s Pension (Sweden)
Average Weekly Earnings
Central Budget Agency
Consumer Price Index
Canada Pension Plan
Canada Revenue Agency
Defined Benefit
Defined Contribution
Department of Human Services (Australia)
Department of Finance (Canada)
Department of Finance and Administration (Australia)
Employer Pension Plan (Canada)
European Union
Department of Families and Community Services (Australia)
Gross Domestic Product
Guaranteed Income Supplement (Canada)
Goods and Services Tax (Australia)
Human Resource Development Canada
International Monetary Fund
Long-term Budget Policy Unit, Department of Finance and Administration
(Australia)
Long-term Expenditure Framework
Ministry of Health and Social Affairs (Sweden)
Ministry of Finance (Sweden)
Medium-term Expenditure Framework
National Commission of Audit 1996 (Australia)
National Council of Welfare (Canada)
Notionally Defined Contribution
National Social Insurance Board (Sweden)
Office of the Auditor General (Canada)
Office of the Australian Government Actuary
Old Age Security (Canada)
Organisation for Economic Cooperation and Development
Organisation for Petroleum Economic Cooperation
Office of the Superintendent of Financial Institutions (Canada)

xii

Pay-go
PBS
PCO
PM
PPA
QPP
RIM
RRSP
RSA
RSV
SDC
SPA
SPG
SSIA
TBS
TPG
UK
US

Pay-as-you-go Pension Plan
Pharmaceutical Benefits Scheme (Australia)
Privy Council Office (Canada)
Prime Minister
Premium Pension Authority (Sweden)
Quebec Pension Plan (Canada)
Retirement Income Modelling Group, Department of the Treasury
(Australia)
Registered Retirement Savings Plan (Canada)
Retirement Savings Account (Australia)
Swedish Tax Office
Social Development Canada
Spouse and Survivor’s Allowance (Canada)
Social Policy Group, Human Resource Development Canada
Swedish Social Insurance Agency – formally the NSIB
Treasury Board of Ministers Secretariat (Canada)
Tax Policy Group, Department of the Treasury (Australia)
United Kingdom
United States

xiii

STATEMENT OF ORIGINALITY

This work has not previously been submitted for a degree or diploma in any university. To
the best of my knowledge and belief, the thesis contains no material previously published or
written by another person except where due reference is made in the thesis itself.

……………………………….
Alexander Gash

xiv

PART

I

xv

INTRODUCTION

ANTICIPATING LONGER-TERM BUDGET PRESSURES: THE
CASE OF OLD AGE PENSIONS

“Today’s hearing will focus on one of the most important problems we face in
government today, our failure to adequately take into account the long-term impacts of
our budget decisions.”

Comments by Representative Lee Hamilton
Vice Chairman of the Joint Economic Committee
The Congress of the United States, 11 June 1992.

This thesis examines an important problem of modern governance – the extent to which
future social budgets are impacted by the pressures of ‘demographic transition’,
particularly population ageing. The incidence of demographic transition and the
imminent retirement of the ‘baby boomers’ have raised questions about the inadequacy
of budgetary frameworks (both conceptual and real) to meet the resourcing pressures of
the future (Creedy 1999:229; EPAC 1988:21; King and Jackson 2000; OECD 1995;
Ryan 2003:9-11). Ageing populations are expected to impact significantly on the longterm capacity of governments to deliver demographically sensitive programs. Yet,
committing resources, or budgeting, for longer-term problems is an inherently
problematic exercise both from an intellectual and a practical perspective (GAO 2002;
OECD 2002a, 2002c; Ritchie 1973). For long-term resourcing to be successful, it
requires perfect foresight and a level of political commitment that typically eludes most
politicians and governments. Government decision-makers have historically found
sanctuary in the annual or short-term budgetary focus. Longer or medium-term
budgetary problems are often ignored or avoided until they impact on the immediate
chances of either fiscal or electoral success. Societies face the prospect of looming
financial burdens and they only have a bag of short-term tools at their disposal.
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Old aged pension schemes are the single largest social welfare expenditure commitment
among the first world nations (OECD 2001a). Old age pensions are also
demographically sensitive. Welfare spending is by far the largest item of expenditure in
Organisation for Economic Cooperation and Development (OECD) nations and
pensions are generally the largest component of such spending. The significance of old
age public pension systems lies in both the allocative and generative problems
associated with the level of societal resources they consume, and the more conceptual
and ideological problems that force us to question what pensions represent in a
contemporary society. Pension systems play a crucial role in alleviating poverty
amongst aged populations, in recognising an individual’s previous contribution to the
social and economic wellbeing of a nation-state and in maintaining the social and
economic fabric of democratic polities.

The ageing populations of many OECD nations will highlight the immense political,
social and economic importance of pension systems (Blackburn 2002:252-254; OECD
1995, 2001a; World Bank 1994). The financial stability of pension schemes and the
ability of governments to meet future commitments will, over time, become significant
issues of public policy. Already there is evidence of increased thinking and debate
within governments over the sustainability of their benefit and entitlement policies. The
budgets of tomorrow will be called upon to meet commitments of the past, but little
scholarship currently exists to inform or guide decision-makers through what some have
described as a looming political ‘time bomb’ (Peterson and Howe 1988; Taverne 1995).

The Research Questions
Two principal research questions have been constructed to drive the empirical research
of this thesis:

1. What robust budget frameworks exist or can be developed to enable us to
better anticipate, conceptualise and analyse long-term budget pressures –
especially relating to old aged pensions?
2. To what extent are the longer-term financial stability of old aged pension
schemes in Australia, Canada and Sweden impacted by demographic
transition?
2

By addressing these two questions this thesis provides a systematic analysis of the
longer-term budgetary pressures that ageing populations will place on the old age
pension systems of Australia, Canada and Sweden. In doing so, the research tackles a
significant omission in the existing literature on budgeting, public policy and social
welfare. This thesis offers a conceptual framework (derived from the scholarship on
public budgeting and social policy) intended to provide governments and students of
public policy with a tool for anticipating, conceptualising and analysing future budget
pressures. The framework adapts and develops the existing literature in a novel way that
enables us to better understand the long-term budgetary implications of an ageing
population. It brings together analytical frameworks of government budgeting and
social policy from a number of disciplinary areas and weaves them into a conceptual
framework that allows diagnostic and prescriptive analysis of budgetary pressures
within a particular policy/spending area (question 1).

By using the framework to examine future old age pension commitments across three
countries, the thesis tests the utility of the framework as a tool for policy analysis and
comparative research. This provides both practitioners and researchers with additional
theoretical/diagnostic tools to address significant policy problems and the impact of
demographic transition on the future (question 2).

This thesis’ research questions are addressed through the development of four key
arguments:

First, the history of old age pensions is one of growth, both in cost and in scope. History
demonstrates that political elites in Australia, Canada and Sweden have seized on the
political advantages of appealing to old age pension interests by continuing to adjust age
pension systems in a way that entrenches their place amongst the programs of the social
welfare state. History also shows that reviewing old age pension resources often leads to
an expansion in the cost and size of the program.

Second, on current evidence and projections, ageing populations will place structural
pressure on national governments to finance additional claims for old age pension
resources. Unlike other, more traditional forms of claimant budgetary behaviour, ageing
3

will force decisions on governments to fulfil entitlement commitments (compulsion
rather than discretion). Given the historical growth and current size of pension
programs, addressing this pressure will emerge as a matter of paramount political
importance in the coming decades.

Third, the standard budget levers and constraining mechanisms generally used in
framing policy have not been particularly effective in relation to old aged pensions to
date. Overall budgetary processes are complicated, convoluted and political, and
typically focus on short-term programs, new policy initiatives or marginal items.
However, it is argued here that the budget process can be used to achieve the stability of
pensions. Governments are not powerless to change pension policy and they can act to
enhance the affordability of retirement incomes in the future. This thesis argues that the
instruments used and the type of policy action taken is highly dependent on the nature
and structure of budgetary processes and on the format of the old age pension provision
in question.

Fourth, governments must look towards a mixture of budget and non-budget policy
options to address longer-term budgetary pressures. To achieve this, the thesis contends
that Allen Schick’s (1990) model (with adaptations) offers a robust framework from
which the anticipation, conceptualisation and analysis of longer-term budgetary
pressures can take place. His model has not been applied to pension trajectories thus far.

The Research Rationale
The amount of pressure that demographic transition (population ageing) will place on
old age pension resources is unknown. It is precisely this ‘unknown’ dimension that lies
at the heart of this thesis. The cost of demographically sensitive expenditure has been a
source of concern for demographers, policy experts, social commentators and the media
since the birth of the baby boomers in the 1940s and 1950s. But it remains unclear from
the literature how the retirement of the baby boomers will impact on national budgets
and, indeed, even whether budget frameworks can absorb the pressures of an ageing
population.
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A survey of the budget literature suggests that current budget frameworks have proven
relatively ineffective in dealing with longer-term expenditure pressures – despite the
existence of Medium-term Expenditure Frameworks (MTEF). Existing frameworks
have been criticised for perpetuating the myopic and incremental tendencies of a
national budget process (Roberts 2003:29; Schick 2004a, 2004b) and for their inability
to control non-discretionary sources of government expenditure (Peterson and Howe
1988; White 1998, 1999; Wildavsky 1988). But there are no systematic studies of
government budgeting to support these assertions. Through the exploration of both the
content and the politics of old age pension review (in Australia, Canada and Sweden)
this thesis demonstrates the inadequacy of current budget frameworks and the need to
look beyond them when addressing the problems of the future.

It is also imperative to outline the boundaries of this thesis. The underlying assumption
of this thesis is that ageing and old age pensions are a budgetary problem and not just a
matter of longer-term planning. Pensions are demographically sensitive, hold a high
degree of entitlement and are often administered outside the budget sphere, but have
significant interaction with the budget process. All public pension schemes are funded,
to varying degrees, from national budgets and there is a direct causal relationship
between the numbers of old age pension claimants and the cost to the public purse. Even
when pension systems are largely financed from individual contributions, pensions are
still incorporated within the central government budget process. On the occasions when
these systems have faulted, financial failures were either fully or partially financed
through a nation’s annual budget process (Belien 1994; Bosworth and Burtless 1997).
Hence, the long-term stability of old age pension schemes is primarily a matter for
budgetary analysis over policy planning.

The focus of this thesis is on the functionality of budgeting (through a ‘policy legacy’
approach) and not on the instruments of government policy – that is, the ‘type of
mechanism used in a policy matter’ (Bressers and O’Toole 1998:217). Substantive and
detailed work already exists in the field of policy instrumentality which does not require
replication (Hood 1986; Howlett and Ramesh 1995; Lowi 1964). The policy instrument
literature looks at the relationship between policy intent and the instrument(s), but does
not really raise questions of the overall sustainability of policy provision (research
question 2). An analysis of the demographic context (the impacts of an ageing
5

population) and the problems posed for budget decision-makers takes a more holistic
approach to policy analysis than is the case with a more technical policy instrument
approach. Therefore, the efficacy of budget frameworks is the focal point of the thesis,
with the selection of policy instruments forming merely a subsidiary concern.

In addition, while much of this thesis appears to concern pension financing and the
future impact of ageing on resource requirements, it is only part of a larger picture about
the design of pensions for the old aged. Grey politics and pensioners lobbying to expand
benefits and increase payment levels are a variable, but constant influence on
politicians. The political/electoral/pressure group milieu makes it difficult for
governments to institute expenditure control or stimulate systematic reform of pension
provision. The story is further broadened when the aged become an increasingly large
proportion of the voting public and the potential political implications for national
governments are considered (Chesnais 2000:10-11).

The Conceptual Framework of the Thesis
The conceptual framework of this thesis (and the broad structure of the chapters to
follow) is derived from combining the most persuasive expositions of the way
budgetary frameworks operate with the more comprehensive assessments of the
financial stability of old age pension schemes. This thesis employs an abridged version
of Schick’s (1990) model for analysing budget formulation within the United States
(US) together with the World Bank’s (1994) notion of a multi-pillared pension system
in a two-part conceptual framework. The following discussion introduces each
component of the framework in turn. Chapter 1 provides a detailed defence as to why
Schick’s (1990) model has been adopted over other functional accounts of the budget
process and why additions to the framework were a necessary course of action.

1.1 Schick’s Functional Framework of Budgetary Analysis

In 1990 Allen Schick offered a functional-based analysis to explain how the
‘incapacitation’ of the US budgetary process had taken place. Based on a detailed
empirical analysis of the entire US budgetary process Schick (1990) argued that two
important variables were crucial in determining ‘budget capacity’ (a fundamental
6

element in achieving budgetary outcomes); ‘the behaviour of political and
administrative institutions’ and the ‘variety of important functions associated with
contemporary budgeting’ (1990:9-10). Despite remaining relatively silent on the first
variant, Schick elucidates the second variant by providing an important contribution to
the scholarship, that is, the ‘fewest number of actions constituting a budget process’
(1990:10).

Schick argued that a budgetary system must have three essential functional components:
a capacity to generate budgetary resources (be it either cash or non-cash resources);
interested parties and budgetary actors must have a capacity to engage in a competitive
process of staking claims to budgetary resources; and, finally, governments must have
the ability to ration budgetary resources (1990:9-12). 1 These three functions can exist
sequentially, can coexist, or operate in a continually iterative interface. The same logics
of collective decision-making do not necessarily shape or appear in each functional
component. Different logics or intentions can combine in practice to produce
contradictory expressions (for example, rationing may be relaxed at the same time as the
government may be politically interested in cutting taxes, thus reducing resourcing
opportunities within the generative function) (see March and Olsen 1989).

The originality of this thesis lies in the application of Schick’s (1990) framework to the
long-term budgetary problems associated with pension provision. Although Schick’s
model was employed to assess the entire budget process within the sphere of annularity,
his basic argument and functional categorisation provides a convincing and replicable
tool of analysis. Arguably, demographic transformation will impact significantly upon
each of the three functions outlined by Schick and place serious stress on budgetary
processes to achieve future outcomes.

But Schick’s three-part functional framework contains one significant omission or
shortfall: it under emphasises the importance of the information exchange function
between budget actors (see 1990:31-32). Hence to address this omission, the notion of
information exchange is promoted (both through the previously mentioned functions
and through separate functions or interchanges such as, performance regimes and
1

The elements of budgeting are a development on Schick’s (1988:63) earlier work which states that
budgeting has two ‘basic elements: claiming and allocating resources’.
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performance monitoring, policy information sharing and objectives clarification) to the
status of a discrete function. Information exchange has long been considered by others
to be a vital aspect of all budgetary systems that may not be, in itself, tied to the
generating, claiming or rationing functions of government (Heclo and Wildavsky 1974;
Wanna et al. 2003). Notwithstanding strict procedures and rules governing the process
of budgeting, it is often the degree to which informal communication, cooperation and
conflict occurs between budget actors and agencies that determine budgetary decisions
and the nature of budgetary outcomes (Heclo and Wildavsky 1974). Therefore, a fourth
functional category, the exchange of information, has been grafted onto Schick’s (1990)
original framework as both a new ingredient and a glue that binds each of the other
budgetary functions together. The substantive elements of each function are outlined
below.

The Claiming Function

The ‘claiming function’ refers to the way claims for budget resources are made. A
claim, according to Schick (1990:11), ‘is any demand for resources made according to
the rules and procedures of the process’. The “universal” characteristic of budget claims
is that they ‘add up to more than is available’.

This thesis largely analyses claiming through the ‘structural’ or ‘latent’ pressure that
ageing will place on governments to meet future pension commitments. That is, the
older populations become, the more pension commitments governments will be legally
obliged to fulfil. The growth in future claims for old age pension resources, facilitated
by demographic transition, provides the problem upon which this thesis has been
premised and the context which drives decision-making within the other budgetary
functions. But analysis of structural pressures alone fails to reveal when this pressure
will be translated into activist political behaviour capable of influencing national
political agendas. To this end, the agenda setting and issue attention theories of Kingdon
(1984; 1995) and Downs (1972) are incorporated into the thesis’ framework. These
theories assist the thesis to demonstrate how and when an ageing population is likely to
initiate pension review and policy reform.
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The level of budget claiming and the activity of budget claimants highlight the degree of
the problem faced by governments. The degree of the problem will, in turn, affect how
governments exercise their budgetary levers. Governments will have to generate
additional resources and, or, ration resources already within the system.

The Generating Function

The ability to generate public resources is considered one of two budget levers that
governments have at their disposal to address pressures from the claiming function.
Generation refers to the mechanisms, laws, processes and policy consequences
surrounding the way governments finance public activities. Within the context of old
age pensions, resources can be generated from any one of three sources: tax-financed
from the state budget; personal contributions from employers, workers or individuals; or
earnings derived from the investment of accumulated pension assets. The state’s
capacity to impose (command) resource constraints on its own population is a
fundamental attribute of state power – but this feature may reach its limits as pension
costs escalate and the size of the population to be supported increases beyond the
funding capacities of the younger population doing the supporting.

The Rationing Function

The ability to ration public resources is the second budget lever government has at its
disposal to address claiming demands. The need to ration public resources arises out of
the ‘universal’ adversarial characteristic of budget claiming. Budget rationing can take
many forms; and the form undertaken is usually dependent on the type of public
expenditure under examination 2 and the level of political significance politicians and
the wider community attach to certain expenditures. This thesis recognises there are two
main ways expenditure can be rationed: cash rationing through the budgetary process;
and administrative rationing through changes to eligibility criteria/requirements and the
administrative arrangements governing programs.

2

For example, statutory and non-statutory programs provide governments with highly differentiated
opportunities to control the level of resources devoted to their operation (see Chapter 7).
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The Information Exchange Function

Understanding the flow of information (in particular, the relationship between budget
guardians and budget spenders/claimants) is crucial to understanding the nature of
budget decision-making (Heclo and Wildavsky 1974; Savoie 1990; Wanna et al. 2000;
Wanna et al. 2003). The inclusion of this element to Schick’s (1990) model provides an
additional means of examining the capacities and dialogues of the key actors
(particularly, Central Budget Agencies (CBA)) to deal with the associated issues of
long-term old age pension financing. Furthermore, understanding the flow of
information, or the lack thereof, provides a powerful explanatory tool as to why
governments are unable to exercise their budget levers (generation and rationing) as
freely as they may desire. Consequently, the analysis of information exchanges is not
something that is confined to one section of this thesis, rather it is the unifying aspect
which flows throughout its substantive chapters.
Relationship between Budgetary Functions
Schick proposes a simple rationale for determining the annual relationship between
budget functions. According to Schick (1990:10), the commencement of budget
decision-making is contingent on the degree to which the annual conditions of
budgeting change:

One would expect claims to be relatively stronger when resources are plentiful,
the government favors program expansion, the economy is buoyant and new
spending can be financed without a tax increase. On the other hand, claims
would be relatively weaker when the budget is tight, political factors favor
contraction, and additional spending would generate pressure for a tax increase
or a bigger deficit.

The contents of this thesis challenge these assumptions. The thesis argues that the
pressures of demographic transition will place the claiming function at the forefront of
budget decision-making regardless of contingent factors (see Chapter 5), hence a
reconceptualisation of Schick’s (1990) original model is required. That is, budget
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claiming will be the primary driver in future budget frameworks with considerations
regarding the other functions following respectively.

1.2 The World Bank’s Multi-pillared Pension System

The second substantive element of the framework is derived from the agenda pursued
by the World Bank since 1994. Averting the Old Age Crisis (1994) became the
cornerstone for understanding the problems plaguing pension systems and the
conceptual framework that shaped global pension reform for over a decade
(www.worldbank.org/pensions, 22/10/2003). The incidence of ‘high and rising payroll
taxes and rates, evasion, early retirement, misallocation of public resources, lost
opportunity to increase long-term saving, failure to redistribute to low income groups,
unintended inter-generational transfers (often to high income groups), growth of large
hidden implicit public pension debt, and fiscal non-sustainability of the current system’
(James 1996a:2) were all seen to pose detrimental effects to the sustainability of old age
pension systems.

The World Bank urged the adoption of a multi-pillared pension system to assist in
addressing these problems. This consisted of three separate schemes: a mandatory
publicly managed pillar for redistribution; a mandatory privately managed pillar for
saving; and a voluntary pillar to provide more protection for old age. 3 In 1996 and,
indeed, throughout the remainder of the decade, the World Bank defended its stance on
a multi-pillared pension system. It argued that three strong pillars (schemes) not only
co-insures the aged against the risk of poverty, but also insulates national governments
from the public finance costs associated with an ageing population (Fox and Palmer
2001; James 1996a, 1996b; World Bank 1994).

The notion of a three-pillared pension system was added to the conceptual framework of
this thesis as a means of organising the empirical elements of old age pension systems
that fall within each of the chapters. The three pillars are descriptive-conceptual devices
used here as an analytical tool to help study pension systems in different sites. It is not
3

One of the major criticisms of the World Bank’s (1994) report was the confusion over the content of the
report’s major themes. This criticism was later clarified by Fox and Palmer (2001:91) when they argued
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necessarily the case that the three case study countries have all three pillars or that the
pillars are all equally significant. In essence, the World Bank’s pension model provides
a current and pragmatic mechanism for the examination of old age pension systems and
a robust basis for future policy analysis. Further discussion concerning the intellectual
and theoretical basis from which this model has evolved is the subject of Chapter 1.

First Pillar

The first pillar generally consists of a publicly managed, Defined Benefit (DB), taxfinanced program. The focus of this pillar is on income redistribution and providing a
‘safety net’ for the aged whose lifetime income has been low. This pillar is based on the
assumption that it is socially desirable to alleviate poverty through public mechanisms
(James 1996b:4). First pillar pensions can either consist of flat/uniform pension benefits
paid on the basis of years employed (as in Canada, New Zealand and the United
Kingdom (UK)), a means and asset-tested benefit (as in Australia) or could come in the
form of a minimum guarantee or pension supplement (as in Sweden) – which are all
subject to age criteria. This pillar is usually financed through one of two mechanisms,
via general government revenues (as financed in industrialised countries) or a ‘payroll
tax with a high ceiling on taxable income where coverage is limited (as in most
developing countries)’ (James 1996b:4).

Second Pillar

The second pillar generally consists of a mandatory actuarially balanced, Defined
Contribution (DC) plan where contributions and investment income are calculated to
form a person’s retirement annuity (James 1996b:4). These plans are usually organised
around an occupational basis and frequently used by employers to attract and retain
workers. Often complemented by tax concessions and increasingly ‘regulated’ by
central governments, these plans have been successful in providing a second layer of
protection for more than 40 per cent of the workforce within many OECD countries
(World Bank 1994:39).

that reform of a pension system must consider the following six elements: coverage; participation;
contributions; benefits; funding; and management/ownership/governance.
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Third Pillar

The third pillar consists of voluntary savings and annuities plans which provides
‘supplemental income’ for retirees who have a propensity to save more. This pillar is
usually supported through the offer of tax incentives by central governments (James
1996b:5). The aim of this pillar is to provide the aged with additional pension benefits
that are privately funded. This pillar has profound impacts on the broader economy,
especially with regard to its impact on long-term saving and capital accumulation and
its ability to alleviate public spending and taxation. However, this pillar has also been
heavily criticised for its inability to address poverty amongst lower paid and itinerant
workers and for perpetuating inequality within a society (World Bank 1994:216-217).

Summarising the Analytical Framework

These two frameworks combine to provide a robust model for the investigation of a
long-term budget problem within a particular policy/spending area. Schick’s (1990)
model (with adaptations) offers a simple means of analysing the budgetary implications
of ageing populations, while the World Bank’s (1994) framework provides an
organising schema to deal with the structural differences inherent in cross-national
research on old age pension systems. The analytical framework is presented
diagrammatically below.
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Figure 1 – Conceptual Map of the Thesis

Comparative Analysis: Old Age Pensions in Australia, Canada and Sweden
Comparative analysis offers many insights into the world of politics that cannot be
gained through the examination of a single country. The lure of comparative research is
that it can offer or eliminate alternative explanations for causal relationships and raise
new questions that stimulate theory building (Neuman 2000:402). By drawing on the
experiences of multiple countries, comparative research guards against ‘ethnocentrisms’
and assumptions borne out of the ‘false particularisation’ about a country’s uniqueness
(Mackie and Marsh 1995:174). But comparative research presents many methodological
challenges. The problems of conceptual equivalence and cultural bias are inherent
elements in the Western approach to cross-national research (Myrdal 1973:93-94). In
addition, the comparative method is often accused of delivering ‘limited
generalizations’ because a researcher cannot cause a certain country to experience a
social phenomenon (Neuman 2000:402).

Through the careful selection of three countries it is hoped that these pitfalls will be
overcome. This thesis guards against problems inherent in cross-national research by
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choosing three case study countries which are, on the one hand, readily comparable and
highly representative of the research problem, but on the other, sufficiently dissimilar in
policy settings and institutions to deliver robust research findings. Hence, the thesis
considers three dissimilar pension systems that fit within similar budgetary and
economic considerations.

The notion of a single country study was rejected on the grounds it may produce
atypical findings. For instance, a single national case would lead researchers to the view
that future pension provision was budgeted when other national studies would suggest
the opposite. A single country study also raises the issue of peculiarity – that there may
be specific agendas operating and decisions taken for exceptional reasons – this means
findings of causation, correlation or connection may be easily misunderstood or overgeneralised.

By comparison, a thesis which considered a much larger number of case study countries
(ie between 4-20) would typically be limited in the depth to which the research could
delve – meaning the analysis would tend to focus on high level or aggregated statistical
comparisons. This would not allow for the fine grained qualitative/interpretive analysis
at the heart of public policy analysis. A statistically based study covering a large sample
of countries would not have allowed for a fuller investigation of the claiming,
generating, rationing, policy and information exchange functions of individual
governments. Therefore, a study incorporating three countries facilitated the benefits of
cross-national comparison, whilst allowing a sufficient depth of analysis on each
country.

In relation to the countries chosen, four main reasons are offered as to why Australia,
Canada and Sweden were selected. First, all three countries are OECD nations, have
middle sized economies, are advanced liberal democratic nation-states with extensive
welfare support and have roughly the same per capita income or proportion of GDP to
the population. In short, each country shares a set of structural characteristics that makes
comparison viable and worthwhile. These characteristics of comparison (ie rich, small
population, liberal democratic and each having identifiable policy legacies) are
indicated by the values represented in Table 1.
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Table 1 – Size of the Population and Annual GDP in Australia, Canada and
Sweden in 2002

Country

Population (Millions)

Australia
19
Canada
30
Sweden
9
Source: OECD 2002b; OECD 2005a.

GPD (Billions of US
Dollars)

Per Capita Income
(Thousands of US
Dollars)

366
600
210

28
30
27

Second, and most importantly, each country has in place a distinct multi-pillared old age
pension system and a modern multi-year budgetary framework. The existence of multipillared pension systems and sufficiently comparable budgetary systems provides a
strong rationale for meaningful comparison. There are, or have been, various models of
pension provision extant in each of the three jurisdictions making meaningful
comparison possible.

Third, the welfare states of each country are sufficiently different, both from a current
and historical perspective, to encapsulate a broad spectrum of welfare state activity. If
old age pension benefits and policies were to be placed on a hypothetical continuum, the
Australian ‘residual model’ would lie at one end of the scale (Castles 1985), while the
orientation of the Swedish ‘social insurance model’ (based on a notion of ‘social
solidarity’) would lie at the opposing end (Esping-Andersen 1990). Canada can be
placed somewhere in the middle of the continuum due to its original orientations
towards a residual-type welfare model and then later transformation into a more
‘universalist’ welfare state (Titmuss 1974; see also Chapter 2). Moreover, the different
methods of financing and controlling pension expenditure, which have grown out of
these different welfare orientations, provide a rich source of comparative processes and
data for analysis.

Fourth, pragmatic considerations played a role in determining the scope and
manageability of the project. The detailed field work necessary and the bounds of a PhD
thesis influenced the author’s construction of the project – three case studies requiring
two extended field visits to each. In addition, previous research experience both within
the Australian Department of Finance and Administration and in relation to a
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comparative research project investigating the role of Central Budget Agencies across
the OECD (Wanna et. al 2003), provided the necessary insight to investigate long-term
budget problems. It also provided the necessary research contacts to address this issue.

Several countries were also considered for this thesis but rejected because they formed
an insufficient comparable basis. The US, UK, France, Germany the Netherlands and
New Zealand were all canvassed as possible case studies predicted to experience the
pressures of demographic transition, however, were rejected for the reasons outlined
above – ie economic comparability, budget similarities and the history of welfare
orientation. Admittedly other Scandinavian countries, such as Demark or Norway, could
have been substituted for Sweden but were overlooked due to the innovative reforms
that Sweden underwent during the 1990s and the lack of primary and secondary
literature that is available in English.

Historical Focus

This thesis places strong emphasis on historical context despite focusing primarily on
the issues of the future. As will be evident from Chapter 2, the thesis draws upon the
lessons of history, through a historically episodic technique, to ensure that a forward
looking analysis does not misrepresent the policy trajectories of the past or ignore
important cultural differences which have been highly influential in the development of
each retirement income system. For instance, it would be somewhat misguided if policy
options were offered for Sweden which ignored its long history of social solidarity and
an associated cultural belief in a healthy welfare state. Indeed, similar historically naive
arguments about the nature of what constitutes fair and equitable old age pension
benefits in Australia and Canada would be worthless to policy makers or those
considering systemic reform.

By linking historically significant episodes, to demonstrate the growth and significance
of old age pension systems, this thesis has been able to capture the essence of pension
history in a concise and reliable way. Other historical techniques (such as, narrative and
didactic techniques) or a more forensically substantive version of the episodic approach
(Garraghan 1973:12-18), while perhaps more historically enlightening, divert the
attention of this thesis from the future to the past – the inverse of its intended purpose.
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Data Collection Techniques

This thesis employs a number of data collection techniques to assemble the evidence
that supports its structure and arguments. The evidence collected is derived from both
qualitative and quantitative sources.

This study primarily employs qualitative research and data collection techniques;
staying within the traditional research methodologies of policy process oriented
research. It draws on thirty-nine semi-structured elite interviews of those who govern
the institutions of old age pension systems and who are involved in the day-to-day
operation of each system. A planned schedule of interviews was conducted on the basis
of formal and informal investigations. Interview questions primarily focused on issues
such as whether, how and why or why not governments did or did not consider longterm budget problems in their extant decision-making processes. Interviews also
clarified the pattern of relationships and interconnections between various actors
involved in governing entitlements; information that is rarely available from official
documentary sources.

The interviews were conducted primarily with public servants (with some policy experts
consulted) who were selected for their recent experience within old age pensions and
long-term budgeting. The selection of many interviewees was also the result of referral
and snowballing during the interview process. Those interviewed had an extensive
background working in old age pension issues and provided personal insights into the
content and politics of pension review that would not have been gained through other
sources of qualitative data collection. The issue of competing beliefs, assessments and
contending factual presentations that arose during the interview process was addressed
by speaking to a network of participants from a range of institutions both at the centre
and the periphery of government. Furthermore, assertions and perspectives were
triangulated with a number of budget experts and ex-senior officials who, while no
longer working within government, were readily available to critically reflect upon the
content of the interviews. A number of former senior officials in each country formed
an informal reference group to test the propositions and provisional findings.
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Politicians were deliberately not interviewed for this thesis due to the partisan nature of
their responses. The practical difficulties in obtaining lengthy interviews with ministers
at the most senior levels of government for the purposes of PhD research was also a
contributing factor in the decision.

Every attempt has been made to interview the appropriate range of actors in each
jurisdiction – refer to the Appendix for a full schedule of interviews. The practicalities
of conducting elite interviews on a contemporary but specific policy issue became
apparent during the construction of the thesis. Some senior officials in Australia and
Sweden, not themselves involved in considering pension provision, declined the offer of
a formal interview, but readily suggested consulting those who were more exposed to
pensions and longer-term finances. This process was beneficial in that investigations
were continually directed towards the ‘coalface’ by senior officials at the centre of
government.

Interviews were often used as a means of exploring empirical experiences/processes
defining the research problem and, hence, less reliance was placed on specific interview
quotes as a source of original data. Occasionally quotes have been used to build a
picture (where necessary). However, in some cases the inability of some respondents to
‘think outside the box’ (ie think of what they did in budgeting and analytical terms),
limited the development of this data source. As such, interview data was often utilised
as a means of exploring with key practitioners the need for a conceptual framework to
analyse long-term budget pressures that has been absent from most of the official
documentary or secondary literature.

Generally the names of serving official interviewees have not been cited in the thesis (or
only attributed upon the approval of interviewees), so as to protect the identities of
individuals. With these and other interviewees, any quotes selected have been
referenced by indicating the official position the actors held at the time of the interview.
It is an intention of the thesis that the personal identities of the providers of these quotes
are unrecognisable to readers. This should not be seen as a weakness of the research,
rather viewed as a means of documenting the thoughts of public officials that perhaps
may not have entered the public domain.
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The remainder of the qualitative evidence has been derived from a mixture of primary
and secondary sources. This thesis draws on numerous government documents,
parliamentary debates, keynote speeches and media presentations to either dispel or
support the arguments contained within the wide range of academic literature that is
appropriate to the themes of this study.

The quantitative evidence contained within this thesis is derived from the empirical data
sets of respected statistical institutions and researchers (such as, government statements,
budget documents, official statistics, reports of social security ministries and pension
authorities and commissions of inquiry). This evidence has been triangulated to ensure
the maintenance of intellectual rigour and to provide an average picture of the possible
future demographic outcomes.

Chapter Overview and Arguments
Chapter 1 provides a defence of the thesis’ theoretical framework by situating it within
two existing and well developed bodies of literature – public budgeting and social
policy. This chapter cuts to the core of the first research question by demonstrating the
necessity to construct a theoretical framework that enables us to better anticipate,
conceptualise and analyse long-term budget problems. In doing so, it highlights both the
strengths and weaknesses of existing budget literature and the need to bring together
models of budgeting from different disciplines for the purpose of long-term budgetary
analysis. It also charts the theoretical foundations of the World Bank’s (1994) model
and demonstrates its strength as a conceptual device for conducting comparative
research of contemporary pension systems. In short, this chapter demonstrates that a
well developed body of literature can be assembled in an analytical framework for the
purposes of longer-term budgetary analysis within a social welfare area.

Chapter 2 charts the policy trajectory of old age pension provision in Australia, Canada
and Sweden. This chapter is crucial to the remaining aspects of the thesis as it highlights
the fundamental principles underlying old age pension policy and recognises the
political limits of pension reform. It demonstrates the political, cultural, institutional and
economic forces (contexts) that shaped the development of old age pension policy by
analysing the evolution of old age pension systems in concert with the development of
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the welfare state. In essence, this chapter argues that the history of old age pensions is
one of growth, both in size and in cost. It suggests the actions of political elites have
facilitated the continual growth of pension systems by securing and expanding financial
benefits for the aged.

Chapter 3 outlines the pension systems within each country under the organisational
schema of the World Bank’s (1994) multi-pillared model. By clearly articulating the
individual characteristics of each pension pillar this chapter provides a basis for
understanding pension provision within each country that is applied throughout the
remainder of the thesis. This chapter demonstrates the programs which define each
pension pillar. This not only clarifies what constitutes a pension pillar, but also outlines
the financial aspects that impact upon the longer-term stability of old age pension
programs (research question 2).

Chapter 4 introduces the actors and institutions that influence the pension systems
outlined in Chapter 3. This chapter focuses on the degree to which institutional actors
engage with the financial aspects of the pension system and the capacities of budget and
pension agencies to anticipate, conceptualise and analyse the longer-term stability of
pension systems (research questions 1 and 2). By employing the ‘guardian-spender’
model of budgetary politics, Chapter 4 provides the foundations for understanding how
information is exchanged between pension actors of each country – concepts that are
applied throughout the remainder of the thesis. In this chapter it is argued that despite a
significant capacity to consider pension financing over the longer-term, each country
lacks a unifying process for policy assessment and decision-making.

Chapter 5 commences Part II of the thesis and is the first of the thematic or
functionally-based chapters. This chapter discusses, in detail, the claiming component
of the theoretical framework and argues that by 2010 Australia, Canada and Sweden
will be subject to additional claims for old age pension resources. It states the case for
an ageing population, addresses the arguments that population ageing is an overstated
problem, and finally analyses how the numerical increase for future pension resources is
likely to translate into activist political behaviour significant enough to warrant pension
reform. This chapter cuts to the core of the second research question by promoting the
argument that ageing populations will impact (to varying degrees) on all three-pension
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pillars and on the longer-term stability of national pension systems. In doing so, this
chapter, also highlights the level of the problem facing governments and articulates the
drivers of future budgetary action (that is, the need to either generate additional
resources or ration existing resources).

Chapter 6 explores how governments might exercise the ‘generating function’ (the first
of its budget levers) given the pressures outlined in the previous chapter. The issues
relating to resource generation and the avenues open to governments for generating
additional pension resources in the future form the major focus of this chapter. By
applying the thesis’ theoretical framework to old age pension provision this chapter
demonstrates three points: (1) governments are the largest contributor to pensions; (2)
governments have displayed a willingness to transfer the burden of resource generation
to the individual and the private market; and (3) the majority of future generating
opportunities will come from public pension pillars which are funded by those who can
least afford them – lower and middle income earners.

Chapter 7 discusses the second of the budgetary levers; the degree to which
governments can ration old age pension resources. This chapter analyses the rationing
of resources through two instruments unique to pension systems: cash or budget
rationing; and administrative rationing. This chapter also demonstrates the diagnostic
and analytical power of the framework with respect to future pension provision. It
highlights that despite a number of blockages preventing the exercise of this budgetary
lever, the governments of Australia, Canada and Sweden actually hold numerous means
of achieving rationing outcomes.

Chapter 8 is the capstone chapter of the thesis. It demonstrates how the application of
the theoretical framework can facilitate the development of policy options for the
purposes of addressing both the research questions and, perhaps, more importantly the
policy problem of the thesis. In arguing there is a need to implement policy reform that
complements current budget frameworks, pension politics and current institutional
settings, this chapter highlights the robustness of the conceptual framework to deliver
meaningful budget and policy outcomes.

22

CHAPTER 1

THE STUDY OF LONG-TERM BUDGETING AND OLD AGE
PENSIONS

This chapter locates the thesis within the literature on public budgeting and old age
pensions by demonstrating the origins of its conceptual framework. To date, the
literature relating to multi-year and long-term budgeting has offered limited conceptual
insight as to how budget frameworks will address long-term pressures – especially,
population ageing. The literature has demonstrated a largely technical and descriptive
focus that neglects the politics of budgetary decision-making and the critical elements
necessary for the construction of a theoretical or conceptual model. This chapter,
therefore, argues that an examination of the broader budgetary literature is a necessary
task in building a theoretical framework capable of better anticipating, conceptualising
and analysing long-term budget pressures (research question 1).

By comparison, the scholarship relating to old age pensions, namely pension reform,
offers a robust analytical framework for the assessment of pension systems across
jurisdiction and across time. The origins of the World Bank’s (1994) model and its
almost universal adoption by reformist nations highlights the strengths of the model and
provides a sound justification for its application to the case studies of the thesis. Given
these general comments about the nature of the literature, the following discussion both
outlines and justifies the theoretical foundations of the conceptual framework
underpinning the thesis.

The Study of Budgetary Politics
Meta-analyses of budgeting tend to cluster the various strands of the literature into five
different categories (Rubin 1990b:19; see also Smithies 1972:184-192; Wildavsky
1972:192-199). These categories reflect the technical, political, behavioural, economic
and historical contexts that have dominated budgetary practice over the past century.
They are also an important way of identifying which strands of the vast budgetary
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literature relate to the themes of this thesis. These strands can be categorised as: (1)
budget reform; (2) budget incrementalism; (3) budgeting and interest group activity; (4)
budget process; and (5) policy and the role of budgeting. It is necessary to recognise
that while the five categories are discussed separately, the evolution and interaction of
the scholarship has, over time, facilitated a considerable degree of convergence within
the literature.

The first identifiable body of literature demonstrates a reformist orientation focusing
primarily on the ‘technical’ innovations that consume budgetary practice. This literature
contends that politics (that is, the opinions, priorities and views of elected
representatives and government officials) is an ‘unwarranted intrusion’ which makes the
reform of budgetary processes ‘less rational’ (Rubin 1990:19). In this school of thought
the politics of budgeting is largely depicted as ‘anti-theoretical’ and contingent on the
specific reform in question (Jones 2003; McCaffery 1985; Schick 1966, 1978;
Wildavsky 1966, 1969).

The second and, arguably, most developed category of literature contends that
budgeting (within a pluralist context) is inherently incremental. In this literature it is
argued that budgeting concerns the ‘negotiations’ of ‘routine’ groups of actors who
meet annually to bargain for budget outcomes. Based largely on Lindblom’s (1965:33)
argument that almost any value, in which even a relatively small number of citizens
mandate or strongly wishes, will be weighted into the policy-process at some value
significantly above zero, this category presents budgetary politics in a model whereby
‘anyone can play and win’, but no one party ‘wins too much’ (Le Loup 1978; Schick
1983; Tucker 1982; Wanat 1974; Widavsky 1964, 1979b).

The third category holds that representative and non-representative rent-seeking interest
groups dominate budgeting. This literature contends that the ‘wealth’ and ‘power’ of
groups are the most likely determinants of budget outcomes. It argues that conflict
between groups is an inevitable aspect of budgeting, especially as they seek to increase
their proportion of budget resources (Buchanan 1970, 1978; Downs 1957; McLean
1987; Self 1993; Sharkansky 1969; Stretton and Orchid 1994; see also Reisman 1990
for an overview of the major thinkers in this area).
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The fourth perspective holds that budgeting, itself, is the ‘centre’ and ‘focus’ of
budgetary politics. It argues that the ‘branches of government struggle with one another
over budgetary power’ and employ the rules, processes and routines of budgeting as a
means of manipulation and political control. This view of budgetary politics emphasises
that the ‘strategies’ and ‘goals’ of individual actors are contingent upon the nature of the
budget process and the flexibility of the external environment (Heclo and Wildavsky
1974; Savoie 1990; Schick 1990; Wanna et al. 2000; Weller and Cutt 1976).

The fifth category holds that the politics of budgeting is grounded in the policy debate
about the role of budgeting. This view debates the levels of public spending, taxing and
borrowing within the context of economic or fiscal cycles, opportunity cost and
economic efficiency. In this view budgeting is about allocating resources to public
programs and the politics lies in the ‘trade-offs’ that are consequently made between the
major areas of the budget (Buchanan 1970; Gould 1983; Groenewegen 1990; Hartle
1976; Mikesell 1999; Rosen 1988; see also Rubin 1990b:19-20 for a more detailed
summary of each category).

This chapter does not seek to review the entire scholarship pertaining to budgets, rather
it selectively draws upon the literatures that have provided the building blocks, rationale
and justification for the theoretical framework of the thesis. The following discussion,
therefore, locates the thesis in the second (the incremental tradition) and the fourth (the
budget process orientation) categories of literature as identified by Rubin (1990b:1920). However, before the defence of the framework commences it is important to
articulate exactly why the existing literature on multi-year and long-term budgeting is
deficient.

Limitations of the Current Literature on Multi-year and Long-term Budgeting

Multi-year and longer-term budgeting is an understudied area, despite the recognition
that spending and revenue decisions can have much longer-lasting political
ramifications than a single twelve-month period (Ritchie 1973; Forrester 1991). Some
have argued that multi-year and longer-term budgeting is ‘a necessary step in
overcoming the myopic attitudes often exhibited in the annual budget process’ (Bahl
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and Schroeder 1987:117; see also Kennedy and Matier 2002:6), but the scope of the
multi-year and longer-term budgetary literature has been limited in its offerings. 1

The practice of multi-year budgeting outstrips scholarly or academic analysis.
Articulation of various medium-term expenditure frameworks (MTEFs) has provided
the basis for developing long-term budget studies (such as, the Intergenerational Report
(Treasury 2002b)) and for doing 10, 20, 50, 75 and 100 year trendlines of budget
pressures. MTEFs can be used as tools for setting an agenda or diagnosing future budget
problems; however, the literature concerning these frameworks offers practitioners and
researchers little theoretical insight into their applicability towards long-term budget
pressures – as will be demonstrated below.

This thesis identifies three types of literature that relate to multi-year and long-term
budgeting. First, the majority of the literature present in this field is derived from a
small academic scholarship concerned with demonstrating the role MTEFs have played
within a comparative or global perspective. This literature has concentrated on the role
of MTEFs in setting fiscal policy targets, highlighting the costs of continuing policies,
illuminating the budget implications of decisions on the future and exposing the full
costs of proposals (Allen and Tommasi 2001; Holmes and Evans 2003; Lacey 1989:6-7;
Schiavo-Campo and Tommasi 1999). This literature is grounded within the reformist
orientation (outlined above) and focuses heavily on recent innovations within the
practice of multi-year budgeting that have accompanied the spread of MTEFs
throughout the OECD. 2

A second (and similar) body of literature has been offered by quasi-governmental
organisations such as the OECD (1997a; 2004), the World Bank (1998), the Asian
1

For instance, in 2002, the US Comptroller General suggested to the US Congress that: ‘A long-term
perspective to budget deliberations and a process that prompts attention to the long-term implication of
today’s decisions… should become a regular feature of the budget debate… Predictions of the future
should… serve as indicators – or warning lights – about the magnitude and direction of different policy
profiles’ (GAO 2002:16).
2
Arguably the most detailed historical account of MTEFs can be found in Wanna et al.’s (2000) study of
the evolution of the Australian budgetary system. By tracing the development of the Australian estimates
system Wanna et al. (2000) make three substantive arguments about the role of forward estimates. First,
until the mid-1970s forward estimates were used as informal planning devices (Wanna et al. 2000:64;
also see Weller and Cut 1976:70-73). Second, over time, forward estimates became a more formalised
part of the annual budget process as Treasury searched for ‘meaningful political consideration’ (Wanna et
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Development Bank (ADB 2002) and the International Monetary Fund (IMF 1999).
These organisations have promoted MTEFs, through the production and sponsorship of
research, as a component of budgetary and financial management reforms. These
studies have focused on the role and the achievements of MTEFs and in documenting
the necessary conditions for a successful transition towards a MTEF system. This
literature examines how first world countries have used MTEFs to improve budgetary
practice as a means of convincing developing countries to adopt the latest innovations in
budgetary practice. However, it should also be noted that the establishment of MTEFs
in developing nations was often a precondition to World Bank and IMF funding
throughout the 1990s (IMF 1999; Premchand 1993:64-65).

Third, there is also a broad-ranging literature which discusses the complexities of
longer-term revenue and expenditure forecasting and projecting. Primarily the domain
of statisticians and econometric modellers, the critical aspects of this literature have
focused on the technicalities of constructing statistically reliable projections and
forecasts of future events (for example, those debates surrounding deterministic,
stochastic and dynamic modelling) (Axelrod 1988:227; Bahl and Schroeder 1987:118;
Chisholm and Whitaker 1971:9; Forrester 1991:54; Holden et al. 1990:6; Miller
1995:167; National Population Inquiry 1975; Wittrock 1979:280).

A synopsis of the literature on multi-year budgeting and MTEFs reveals an overemphasis on the descriptive aspects of these frameworks. The focus has remained on the
establishment of MTEFs, the benefits they have brought to government and in
describing the technicalities of reliably projecting and forecasting government revenues
and expenditures (Keating and Rosalky 1990; Schick 2003:18, 2004a). The literature on
multi-year budgeting and MTEFs offers little insight into the political nature of longerterm budgeting or how multi-year frameworks will address problems of the future. The
literature provides minimal discussion (if any at all) on the roles of the actors (that
determine budget outcomes) and fails to offer a meaningful basis upon which the future
budgetary implications of old age pension expenditure can be assessed.

al. 2000:64; see also Weller and Cut 1976:114). Third, forward estimates processes were an important
aspect in containing conflict between the Treasury and spending agencies (Wanna et al. 2000:65).
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The critical focus of the literature has been either to illuminate the limitations of MTEFs
to achieve stated intentions or to discredit the mathematical modelling underpinning
projections and forecasts. Of notable exception are Schick’s recent criticisms that
MTEFs entrench incremental budgeting (as decision-makers rarely make decisions on
the out-years that are not incremental in nature) and do little to change the nature of
budgeting or improve the process of resource allocation within society (Schick 2004a,
2004b; see also Roberts 2003:29). However, these criticisms fall well short of providing
the kind of systematic analysis necessary for a study of this nature.

It is essential for the thesis to look beyond the multi-year and MTEF literature for the
construction of a budget framework to better anticipate, conceptualise and analyse longterm budget pressures. As a means of bridging the gap between multi-year budget
practice and independent scholarly analysis, the discussion turns towards the existing
literature, namely the literature relating to incrementalism and the literature which
places budgeting at the ‘centre’ of budgetary politics.

The Theoretical Foundations and Defence of the Thesis’ Budgetary Framework

Incremental budget theory is perhaps the most significant and hotly debated school of
budgetary thought over the last half century (Hogye 2002:5). Incrementalism forms the
theoretical foundations from which a large part of the scholarship has been grounded. Its
continual reappearance within the literature, as a tool of normative budgetary analysis,
provides a strong basis for the construction of a theoretical framework (see, for
example, Wildavsky 1979b). The following discussion demonstrates the theoretical
foundations of the Information Exchange Function and defends the utility of Schick’s
budget framework over other budget models.

Wildavsky’s (1964) The Politics of the Budget Process and Fenno’s (1966) The Power
of the Purse are, arguably, the seminal texts establishing the normative incrementalist
approach to budget theory. Originally based on the work of Charles Lindblom (1959)
these texts contend that, within a pluralist democratic polity, budget decision-making is
incremental. They argue that budgeting is inherently complex and conflictual,
knowledge is limited and incrementalism is the heuristic that simplifies complexity,
dampens conflict and facilitates the ‘satisficing’ of budget claims. Actors cannot agree
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on goals or means and each decision is seen as separate in an endless series of decisions.
In doing so, they stressed three points about the nature of budgeting: first, the strongest
predictor of next years budget was this year’s allocation; second, that no major changes
in budgets occur from year to year; and third, ‘few choices’ of policy are ‘made’ within
the budgetary context.

Wildavsky (1964) and Fenno (1966) both characterised the normative incremenalist
approach to budgeting by emphasising the ‘role’ and ‘strategies’ of agencies in the
budget ‘review process’ and by demonstrating ‘their desire for growth’ (Rubin
1990a:9). Budgetary politics is presented as the negotiations between guardians and
claimants over the allocation of a budget increment. The capacity of government lies
only in the ability to negotiate incremental change as expenditure decisions are almost
always made on the basis of the previous year’s allocation, plus or minus an increment.
When incrementalism fails, the process of budgeting is impeded.

Wildavsky’s (1964) identification of a pattern of behaviour ‘universal in budgeting’ was
pioneering in budgetary analysis and remained a key component of his later work
(which led to the development of a framework for classifying the ‘primary’ roles actors
perform in the budgetary process (Kelly 2000:31)). In this part of the framework
Wildavsky moved from a normative account of what budgets ‘should’ do, to a
framework explaining what budgets ‘actually’ do. Wildavsky argued that the structure
of liberal democratic government produces an inherent ‘dichotomy between the roles
played by participants in the budget process: they are either “guardians of the nation’s
purse” or advocates of their own expenditures’ (Kelly 2000:31-33). Together,
Wildavsky (1964) and Fenno (1966) provided the inspiration for a body of literature
which held that budget decision-making is inherently incremental in nature and largely a
consequence of ‘guardian-spender’ politics.

By the 1970s incremental aspects of Wildavsky’s and Fenno’s framework gave way to a
burgeoning literature more concerned with the roles of the budget actors themselves; as
it became readily apparent this was a crucial element in determining budget outcomes
(Le Loup 1977:19). The publication of Heclo and Wildavsky’s (1974) The Private
Government of Public Money gave birth to a new literature suggesting the nature of
budgetary politics was also contingent on the budgetary system and the broader political

29

environment. It revealed that the role played by budget actors was not universally
transferable and the activities of budgeters within parliamentary systems differed from
the American context in which the guardian-spender model had been conceived.

Detailed and lengthy anthropological research led Heclo and Wildavsky to uncover that
budgeters within parliamentary systems were not so much concerned with money (as in
the US) but with excluding the general public from budget decision-making. In
particular, they revealed that budgeting evolved around the secret ‘village life inside
Whitehall’ as most taxing and spending decisions were the private domain of
departmental barons (Jones 1995:10). In doing so, they highlighted that budgeting is
more than a series of rules governing the use of public resources, it is also a process
whereby ‘decisions are made in private… power is held closely, and information is not
shared with other ministers and departments except very carefully and selectively’
(Jones 1995:10). Helco and Wildavsky concluded by criticising the ‘Whitehall village’
culture calling, rather, for a more democratic approach to parliamentary budgeting:

The government community needs to be opened up so that outsiders and insiders
have more in common – including an understanding of each other’s problems.
Making governors more responsive to those in whose name they govern is no
once-and-for-all operation achieved by some bright new institutional structure or
one-shot importation of businessmen into the Whitehall village. Nor is much
improvement likely to result from proclamations on the abstract desirability of
altering general habits of mind or working relationships. Reforms depend not
only on a bright idea, but on hard digging to find out what is going on and even
harder insistence that these results be interpreted through the give and take of
frank discussion (1974:389).

Helco and Wildavsky’s contribution to the literature was twofold: (1) they offered a
new perspective on the guardian-spender model of 1964; and (2) demonstrated what an
anthropological approach to the study of budget actors could reveal more about the
nature of budget politics. Although little had ‘been written that would tell anyone how
the spending departments, Treasury officials and Cabinet members actually interact
with each other and with the world outside to produce the mammoth pattern of public
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spending’ (Heclo and Wildavsky 1974) 3 , their study The Private Government was
immediately influential and quickly gave way to a new and burgeoning body of
literature analysing the role of budget agencies and the machinations between them.

Throughout the 1970s, 1980s, 1990s and early-2000s the role of the CBA became a
source of academic and intellectual enquiry. In the US the Office of Management and
Budget (OMB) received significant attention (Berman 1979; Gosling 1987; Heclo 1975;
Mathiasen 1988; Schick 1970; Tomkin 1998), while in Australia, the UK, New Zealand
and Europe Treasuries and Finance Departments were also scrutinised for their role in
the national budget (Boston 1992; Deakin and Parry 2000; Jensen 2003; Pradhan and
Campos 1996; Schick 2001; Thain and Wright 1992; Wanna et al. 2000; Weller and
Cutt 1976). Among other things, these literatures reiterated earlier assertions about the
role of budget actors and budget decision-making. That is, there are universal ‘constants
in budgeting’ that lead to ‘regular patterns of behaviour – everywhere there are spenders
and savers’. Budget actors either ‘defend against cuts’ or ‘seek increases whenever they
can’ (Wildavsky 1975:9). Together with Heclo and Wildavsky (1974), these studies
established the foundations of the budgetary politics orientation within the field of
budgetary analysis.

The growth in this literature attracted the attention of quasi-governmental bodies by the
1990s. Interested in ascertaining the roles and influence CBA exert on central
government budgets, the OECD commissioned budget expert, Allen Schick, to
investigate the effect of budget and financial management reforms on the operations of
budget agencies within the OECD. The OECD’s (1997b) report entitled The Changing
Role of the Central Budget Office offered a new framework distinguishable from the
guardian-spender model that had dominated most of the academic literature. The OECD
suggested that the influence of budget agencies is exerted in three ways: through
aggregate ‘fiscal discipline’; through ‘allocative efficiency’; and through ‘technical
efficiency’ (OECD 1997b), but stopped short of expressing a normative theory about
budgetary politics.

3

This quote refers to comments on the outer cover of the book.
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Wanna et al.’s (2003) ten-country study (supported by the OECD), Controlling Public
Expenditure offers perhaps the most recent and comprehensive account of the role of
CBAs (in a comparative context) that incorporates both guardian-spender politics
(Heclo and Wildavsky 1974; Wildavsky 1964) and the functionality of budgeting
(OECD 1997b). 4 Unlike other literatures, this study explicitly addressed the notion of
information exchange, but offered this analysis within the broader context of
institutional and fiscal activity (Wanna 2003:xxx). It demonstrated the use of
information by budget actors (through the application of such instruments as, ‘regular
exchange of information and costings with line agencies routinised and ad hoc requests
for information (submissions or bids) communication of parameters, savings, limits and
decisions’) to formulate estimates, coordinate spending proposals and provide advice to
governments – all crucial elements of the budgetary planning process (Wanna
2003:xxx).

The study concluded by arguing that while some countries (such as, Australia and New
Zealand) have witnessed a transformation in their village cultures from ‘secrecy and inhouse assumptions’ to ‘known frameworks and declared parameters’, others (such as,
Demark and Sweden) have retained a culture dominated by a CBA content on being
“close to the centre of the political hurricane” (Jensen and Wanna 2003:269).

Helco and Wildavsky (1974) and the studies that subsequently followed, have provided
the platform from which the information exchange elements of the thesis’ framework
have been adopted. These studies are indicative of a well developed body of scholarship
which demonstrates the ‘behaviour of political and administrative institutions’ is a
significant determinant of ‘budget capacity’ (Schick 1990:10) and hence, worthy of
analysis in its own right. They offer a perspective about the role of budget agencies that
is both grounded in guardian-spender politics and an understanding of an agency’s
broader role within contemporary government.

An analysis of an agency’s role alone, however, provides an incomplete picture about
the nature of budgetary politics. The incidence of faltering economies, ballooning public
debt, deficit budgeting, and the growth in size and complexity of government changed
4

Wanna et al.’s (2003) study also considered the changing nature of CBAs in Australia, Canada and
Sweden as well as New Zealand, USA, UK, the Netherlands, Denmark, Germany and China.
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the foundations upon which budgeting occurred and challenged the assumptions of
budgetary interactions. The growth of entitlement expenditure, over time, deemphasised the role of budget agencies and established a new form of budget practice –
non-decisional budgeting by addition. Incremental accounts, while remaining the
dominant tool for analysing budgetary politics, were also proving highly inadequate as
the nature and complexity of government changed. Incrementalism was criticised,
within the literature, for preventing budgeters from realising the changing nature of
public spending (Rubin 1990a:9) and for perpetuating outdated myths about the politics
of budgeting. 5

The need to account for these changes meant that it was necessary to a adopt framework
that could provide a broader spectrum of budgetary analysis than incrementalism or the
guardian-spender model could offer alone. Hence, the discussion turns to defend the
implementation of a functional model, that is within the incrementalist and budgetary
politics tradition (Rubin 1990:19-20), as the primary analytical budget framework of the
thesis.

Over the past two decades a growing body of scholarship has warned governments
about the inherent dangers of entitlement and statutory payments. 6 This literature has
focused on demonstrating the growth of entitlement and statutory expenditures in a
problematic context (Peterson and Howe 1988; Schick 1995:9-10; Taverne 1995) by
pursuing the idea that ‘budgeting and entitlement are incompatible concepts’
(Wildavsky 1988:260).

Wildavsky’s (1988) investigation of the ‘entitlement phenomenon’ is a seminal point in
the evolution of the budgetary literature. In The New Politics Wildavsky (1988:259)
called for a reconceptualisation of budget analysis. He argued that while traditional
explanations of the budgetary process provide a ‘good description of 12 percent of the
budget… some 46 percent – nearly half the budget – is devoted to entitlements, mostly
5

Sharkansky’s (1969) critique of Wildavsky is possibly the first and most famous in a long line of attack.
Through the documentation of the various ways budget participants circumvented the rules and
procedures of the Federal Budget Calendar and used positioning and influence with the President to
achieve favourable budget outcomes, Sharkansky (1969:52-53) demonstrated the weaknesses of
Wildavsky’s model. In short, the work of Sharkansky was crucial in establishing a framework for future
critiques of budget incrementalism.
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payments to individuals’. That is, ‘entitlements are huge check-writing programs whose
benefits are guaranteed (“mandatory”) by law’ (Rauch 1994:121).

The growth of entitlement spending and its effect on budget decision-making
questioned the analytical power of existing budget theory (Wildavsky 1988:295).
Driven by threats that entitlement spending will eat ‘the federal government alive’ and
eventually crowd-out other equally important areas of public expenditure budget,
scholars attempted to explain how budgeting and entitlement spending could be made
more compatible (Peterson and Howe 1988:72; McCaffery and Jones 2001; Rauch
1994:121; Savoie 1990) 7 . Their solution lay in the offer of functionalist budget
frameworks; but once again the literature was limited in its offerings. 8

Given the divergence in budgetary practice between the three case study countries
(including the different role orientations demonstrated by budget agencies (Wanna et al.
2003)) it was necessary to draw on a universally transferable framework that had been
derived from the traditions of the budget incrementalism and budget politics. But many
of the accounts offered within the literature were inappropriate for this study. For
instance, some authors offered functional accounts that were too broad and expansive
(in an attempt to provide comprehensive explanations of what budgets can do) (Axelrod
1988, 1995 9 ; Wanna 2001 10 ), while others offered functional frameworks that either
focused on just one or few functions of the budget process (McCaffery and Jones 2001;
see also White 1998, 1999) or were derived from an approach outside the discipline of
policy analysis (Groenewegen 1990; Hartle 1976; Mikesell 1999; Rosen 1988).

6

Peterson and Howe (1988:72) have defined entitlements as usually referring to ‘those benefits – whether
in cash or in kind – that the federal government automatically pays to qualified individuals’.
7
Savoie’s reference to statutory spending based on the concerns of the Canadian federal government that
the growth in statutory expenditures in the 1980s was ‘squeezing out money to support new initiatives’
(1990:61).
8
For example, McCaffery and Jones’ (2001) six-part framework to ‘incentivate’ budgetary control over
entitlement spending offers a strong framework that applies one aspect of the thesis (rationing); however,
their framework neglects other equally important aspects associated with long-term pension provision.
9
Axelrod (1988; 1995) cites the eight interrelated functions of budgeting’\ as: resource allocation;
resource generation; economic stabilisation; accountability; expenditure control; intergovernmental
transfers; social and economic planning; and a tool for management improvement.
10
Although not explicitly stated as such, Wanna (2001:5) outlined the different functions of budgeting as
the basis of dispelling ‘a series of widely-accepted myths that have grown up around budgets’ (see also
Wanna et al. 200:38-41).
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Schick’s (1990) account, by comparison, provides a simple, yet all encompassing means
of assessing budgetary process that is not country or culturally specific. It also provides
a model that has been derived from the incrementalist tradition and hence the function
of information exchange (crucial to the nature of budget outcomes) can be easily grafted
onto the existing framework. It is also a model of budgetary analysis that is applicable
to the problems and questions of this thesis.

Budgetary analysis based on Schick’s (1990) notion of claiming, generating and
rationing, with the addition of information exchange, provides an all encompassing
account which captures the politics of the budgetary process across three countries and
can endure the changing nature of government and public expenditure (see the
Introduction for an explanation of each function). These are two elements that will be
crucial to the longevity of a budget framework and its ability to address the problems of
the future. Schick’s framework is also a tool of assessment which can be easily grafted
on to existing annual or medium-term budget frameworks without requiring
amendment. The discussion now turns to consider the foundations and defence of the
second theoretical component of the thesis – the World Bank’s (1994) notion of a multipillared pension system.

The Study of Old Age Pensions
The literature relating to old age pensions is located within a large and well developed
body of scholarship on the welfare state. The expansion of the welfare state across the
post-war capitalist world facilitated a body of literature focused on explaining the rate
of expenditure growth and the generosity and redistributive impact of welfare state
programs. Pension spending, in particular, has been subjected to immense scrutiny (by
sociologists and political scientists) for many decades because of its ‘weight in the
social budget’ and the effect that old age pensions have on the social and economic
fabric of democratic polities (Myles 1995:101).

Meta-analyses of old age pension literature tend to divide the scholarship into two
broad categories. The first category offers a body of ‘fine-grained historical case
studies’ of a few carefully selected nation states (Castles 1978, 1985; Cox 1993;
Esping-Andersen and Korpi 1987; Heidenheimer et al. 1983; Olsson 1990; Overbye

35

1997; Pierson 1994; Quadagno 1988), while the second category of literature ‘relies on
statistical modelling of social expenditures’ across numerous countries to explain the
development and reform of pension programs (Myles 1984, 1995:101; OECD 1977;
Overbye and Kemp 2004; Pierson 2000, 2001; World Bank 1994). It is within the later
context that the second component of the conceptual framework – a multi-pillared
pension system – has been developed. The thesis recognises the immensity of
scholarship relating to all aspects of the welfare state and the overlap existing between
each category and, as such, only the literature pertaining to the framework will be
discussed.

In contrast to the budgetary literature, the ideas offered in the old age pension literature
about a multi-pillared system provide a universally acceptable framework to consider
pension reform that does not require amendment or theoretical adaptation. The adoption
of a multi-pillared framework was for descriptive, rather than theoretical, analysis;
hence the thesis will not be testing the utility of pension frameworks in the same way as
its budgetary model. The following discussion, therefore, explains the origins of a
multi-pillared pension models and defends its implementation over other pension
reform constructs.

The Theoretical Foundations and Defence of a Multi-pillared Pension System

The literature relating to pension reform has its antecedents in the landmark report by
William Beveridge (1942). Perhaps the first comprehensive survey of social welfare
programs in the western world, the Beveridge Report remains a seminal text in the field
of pension reform today (Cole 1948). It is not only seminal for its content and
recommendations, but also for its impartial and scientific social surveys of the living
conditions in a number of major British towns during the 1940s. Arguably, the
Beveridge Report provided the foundations for the conduct of empirical pension
research and for the development of the ideas which shaped pension literature over the
decades that followed. The Beveridge Report is also significant because it is the first
documentary case for multi-pillared pension reform to reach a global audience.

The main feature of the Beveridge Report was its ‘Plan for Social Security’. The Plan
offered a series of recommendations aimed at assisting those who were revealed to have
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fallen below the necessary standard of subsistence in post-war Britain. 11 Assistance to
the aged was highlighted as one of the ‘special problems’ facing Britain (Beveridge
Report 1942:para. 254-275) and the introduction of a means-test free contributory
pension over a twenty-five year transition period, while providing immediate assistance
to those requiring it, was seen as a necessary course of action to alleviate poverty. The
Plan proposed a scheme embodying six fundamental principles that proved to be
influential forces in the pension reform literature throughout the post-war development
period. The principles espoused by Beveridge were also essential in development of a
multi-pillared approach to old age pension reform. 12

The mass social developments and rapid expansion of the welfare state that followed in
the wake of Beveridge (not only in Britain but also across the western world) prompted
immense academic and intellectual activity from sociologists and political scientists.
The technical and categorical issues that had consumed the Beveridge Report and its
immediate commentaries gave way to broader analyses and classifications of welfare
state structures within the context of economic growth. Titmuss’ (1974) three-part
classification is indicative of the direction in which much the literature followed and, as
such, the chapter will briefly outline the fundamental aspects of Titmuss’ classification
before demonstrating its influence on the literature which subsequently followed. 13

Through an examination of transfer payments (in particular pensions), Titmuss
‘tentatively’ outlined three models that could be used to describe the social policy
structures that had emerged in Britain during the two decades after World War II
(1974:30-32). The first classification identified by Titmuss was based on residual
notions of the welfare state and on the ‘premise that there are two “natural” (or socially
given) channels through which an individual’s needs are properly met; the private
market and the family’. According to Titmuss, the residual model is premised on a
‘commitment to market sovereignty’ and an assumption that the ‘vast majority’ of the
population can provide for its own welfare – state intervention is only required when
11

According to Beveridge these groups consisted of: employees; others gainfully occupied; housewives;
the unemployed of working age; children; and retired above working age.
12
According to Beveridge these principles were: a flat rate subsistence benefit; flat rate contribution;
unification of administrative responsibility; adequacy of benefit; comprehensiveness; and classification
(Beveridge Report 1942:para. 303-309).

37

market failure occurs and ‘then only temporarily’ (Titmuss 1974:30). In this welfare
orientation the role of government is confined to delivering targeted welfare for those in
society that are unable to provide for themselves (Esping-Andersen and Korpi 1987:40;
see also Gough 1979).

The second classification of welfare state activity identified by Titmuss (1974), ‘The
Industrial Achievement-Performance Model’, advocated a ‘significant role for social
welfare institutions’ by contending that ‘social welfare needs should be met on the basis
of merit, work performance and productivity’ (1974:31). Otherwise known as the
‘social market model’, policies within this paradigm are constructed in recognition of
individual financial contribution through the offer of cash or in-kind benefits. In this
orientation the role of government is to ensure that those individual’s who have
financially contributed to society are rewarded with benefits that are proportional to
their contribution.

The third classification of social welfare, ‘The Institutional Redistributive Model’,
offered a view of social welfare that provided ‘universalist services outside the market
on the principle of need’. In short, Titmuss recognised this form of welfare activity as ‘a
model incorporating systems of redistribution in command-over-resources-throughtime’ (1974:31). The aim of this orientation is to provide a system of social welfare
whereby policy is directed against the flow of the market and works to ameliorate the
effects of profit accumulation, productivity and market forces. Hence, the role of
government in this welfare orientation is to redistribute resources equitably and fairly
across society in a way that ensures a universal standard of economic wellbeing.

A significant proportion of the literature relating either to the development or the
growth of the welfare state emerged from the ideas and methodologies pursued by
Titmuss (1974) and others (see also Sankhdher 1975). The classification of welfare
activity or orientations offered by Titmuss provided scholars, such as Castles (1978;
1985), Heidenheimer et al. (1983), Myles (1984), Dickey (1987), Esping-Andersen and
Korpi (1987) and Esping-Andersen (1990), with the basis to explore the role of

13

Others have also used three part models to explain welfare state policies. For instance, Roe (1976)
outlined the ‘residual’ model, the ‘social market model’ and the ‘redistribution’ model to demonstrate the
nature of Australian welfare state development (1976:110).

38

pensions and similar welfare programs under different variations of his themes.
Concerned with the development of welfare state typologies, the demonstration of the
laggard nature of welfare structures, the capture of welfare politics by middle-class or
labour movement interests, the relationship between welfare and poverty relief and the
interaction between welfare and capitalism in a structural context – these studies
provide a small sample of the voluminous literature that consumed social policy
thinking between 1970 and 1990.

The changing economic environment and a shift towards neo-liberal principles (that
occurred during the 1970 and 1980s) provided a new source of intellectual enquiry and
direction for social policy scholars. By the 1990s another section of the social policy
literature, less concerned with classifying welfare state provision and more concerned
with the challenges facing current and future welfare states, began to emerge – the
welfare state in transition (Gilbert 2002).

Cox’s (1993) analysis of the Dutch welfare state and Pierson’s (1994) comparison of
pension reforms under the Thatcher and Reagan administrations, are indicative of the
direction within which some of the seminal works in the social policy followed. Cox
and Pierson were crucial in providing the intellectual basis for examining both the
content and politics of welfare state provision within a state of economic transition.
Both Cox and Pierson have offered important contributions to our understanding of the
main pressures that influence and impact upon old age pension reform and therefore it is
important to consider their contribution.

Starting from the premise that ‘all industrial societies have found it difficult to maintain
expensive entitlement programs in a period of declining public revenues’ both Cox
(1993:171) and Pierson (1994) demonstrate that the politics of welfare state reform is
invariably different from its establishment and expansion. They argue that while the
construction of social programs was a ‘slow’ and ‘deliberate’ process, pension reform
has been driven by a sense of crisis and immediacy. This placed policy-makers in a
tenable position and made governmental action difficult. Hence, Cox and Pierson have
been instrumental in demonstrating that welfare states cannot be ‘dismantled’ or
reformed in the same manner as they are ‘constructed’ and instrumental in
demonstrating the political limits of welfare reform (Cox 1993:197; Pierson 1994:177).
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Arguably, these texts contributed to and facilitated the birth of a secondary literature
which focused on the examination of the changing nature of old age pension provision
within a context of economic and social transition (Blackburn 2002; Bruckhauser and
Salisbury 1993; Cox 1997, 1998, 2000; Disney 1996, 2000; Hacker 2002; Nagel 1999;
Pierson 2000; Williamson and Pampel 1993). Taken together, these secondary sources
provided the intellectual basis for dealing with the pressures facing welfare state
provision and offered a new set of perspectives about the politics of social policy that
cannot be found in the traditional structural classifications of Titmuss (1974), Castles
(1985), Esping-Andersen (1990) and others.

The problems associated with welfare state provision highlighted by the secondary
literature (in conjunction with a damning body of primary evidence about ageing
populations) also started to arouse the interest of quasi-governmental bodies (OECD
1988b). By the early-1990s governments were being threatened with pension fund
collapse and as a consequence, quasi-governmental bodies began to explore the reform
opportunities that could assist governments through a seemingly problematic journey.
At this point the focus of the literature moved away from classifying pension programs
and the politics of pension reform to developing a model that could address the
problems of pension provision within a changing context.

The publication of Averting the Old Age Crisis: Polices to Protect the Old and Promote
Growth (1994) became the first in a series of reports by the World Bank about the social
challenges facing future governments, after an extensive literature search revealed the
stability and future of old age pension systems were being challenged by economic
recession and demographic transition. Drawing on the concepts outlined by Beveridge
some forty years earlier, the World Bank revisited the notion of a multi-pillared pension
system. It argued that the success of a pension system lies in the relationship between
the savings, distribution and insurance functions and the role government plays within
each (World Bank 1994:10).

The significance of the report lays in its challenge to the domination of public pillars in
the provision of old pensions. The World Bank argued that first pillar pension systems
had grown to the detriment of other pension pillars citing the reasons of
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intergenerational contract, the accumulation of substantial entitlement, income
redistribution, demographic transition and program maturation as the major pressures
(World Bank 1994:108-109). It recognised that while first pillars were typically
instituted during periods of intense population growth (thus costing little in current
taxes), the generosity of benefits (both current and promised) and the incidence of
shifting taxation burdens had diminished their attractiveness over time.

The World Bank argued for the transition towards stronger second and third pillars on
the basis of the wide-ranging benefits it would to bring to national economies and
capital markets (James 1996a:3; World Bank 1994:172-184, 2001). On the one hand,
the World Bank argued that a transition towards stronger second and third pillars would
alleviate government spending, reduce taxation rates and stabilise pension systems over
the longer-term – aspects that the Bank argued would be crucial to the future economic
prospects of a nation (World Bank 1994:182). On the other hand, strengthening second
and third pillars would provide national governments with large pools of resources to
finance an ageing population, to provide capital for institutional and infrastructural
investment and to offer resources for financial innovation and improved corporate
governance (James 1996a:8-10; World Bank 1994:172-178). In short, the World Bank
offered a model of universal pension reform that would insulate both national
governments and the old aged from the fiscal and economic pressures of a rapidly
ageing population.

The World Bank highlighted three sets of transactional costs that national governments
would have to incur to ensure the successful transition towards a multi-pillared pension
system that could absorb the financial effects of an ageing population (1994:184-186).
These transaction costs do not detract from the overall significance of the model, but
provide insights to the political and economic limits of shifting towards a multi-pillared
model and, hence, it is important to briefly summarise them.

First, the presence of second and third pillar plans has implications for the health of
labour markets. In some instances they ‘discourage labor market mobility’, encourage
retirement at an early age and affect labour force participation and training (World Bank
1994:172-182). Second, the beneficiaries of third pillar plans are typically high-income
earners and workers in large unionised firms and industries. Workers that fall outside
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this category (often in excess of 60 per cent of the workforce in some countries) usually
receive no benefit from this pillar. As a consequence, such third pillar plans can extend
wage inequalities (especially with regard to women and non-unionised sectoral workers)
between workers into post-retirement years (World Bank 1994:186). Third, transition
involves regulatory considerations which include: ensuring the fiscal soundness of
plans; regulating the investment of plans; protecting and guaranteeing pension benefits;
ensuring the adequate disclosure and monitoring of information; ensuring the solvency
of personal savings funds and the integrity of funds management; ensuring reasonable
‘investment risk’; regulating fees and commissions; and regulating annuities (World
Bank 1994:187-198, 219-226).

The shift towards a multi-pillared pension system, promoted in Averting the Old Age
Crisis, provided the impetus for considerable activity within the filed of old age pension
reform. The literature focused on the technicalities and limitations of reform –
particularly with respect to pension reform in developing nations (James 1998) – that
had been highlighted by the World Bank itself. Debates concerning the move from paygo to funded pension systems, from public to private provision and from defined benefit
to defined contribution programs, flooded the literature from all academic perspectives
(that is, econometric modelling, policy analysis, welfare economics and poverty studies,
and historical-comparative analysis) as the world moved to embrace the World Bank
model. The publication of the World Bank’s pension primers and the reaction of the
broader intellectual community to them is, perhaps, the clearest articulation of the
explosion in this literature and the direction in which the scholarship has followed since
Averting the Old Age Crisis (Blake 2000; Boldrin et al. 1999; Chand and Jeager 1999;
Devesa-Carpio and Vidal-Meliá 2002; Disney 1999a, 1999b, 2000; Fox and Palmer
2001; Holzmann 1998; Kim 2001; Mitchell 1998; Mok 2000; Whitehouse 1999; World
Bank 2001).

An examination of this literature, while prolific and diverse, suggests there are two main
deficiencies with regard to the World Bank model. First, there is considerable confusion
within the literature about what actually constitutes a pension pillar (Fox and Palmer
2001:91). Second and, perhaps, most importantly the model has been criticised for
neglecting the historical role and political significance of first-pillar programs in
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poverty relief (Mok 2000). These concerns will be addressed in Chapters 3 and 6
respectively.

This thesis demonstrates that the above criticisms do not detract from the simple
elegance of the World Bank’s model as a device for empirical research. The
examination of old age pension provision, through the lens of a multi-pillared system,
provides a strong organising schema suitable for the descriptive elements of crossnational pension research. It is also a contemporary framework of universally
recognised pension provision that is founded from a tradition of pension reform based
on a substantial policy problem.

Conclusions Regarding the Two Fields of Scholarship
This chapter has located the thesis within two well developed fields of scholarship:
budgeting and old age pensions. It has demonstrated the way in which theoretical
models from different academic disciplines have been brought together for the purpose
of exploring cross-national long-term budgetary pressures within a single policy or
spending area. It has principally argued that the deficiencies of the literature lay in the
scholarship on budgeting and not the field of pension reform; hence, the requirement for
theoretical construction. An examination of the existing literature on multi-year and
long-term budgeting provided, in a sense, the defence of the budget framework
developed for this thesis. The chapter argued that a combination of theoretical models
(that is, the functional analyses of Schick 1990 with the anthropological actor-based
work of Heclo and Wildavsky 1974 and Wanna et al. 2003) was necessary to construct
a meaningful theoretical framework for the conduct of original long-term budget
research.

The chapter then moved to consider the theoretical foundations of old age pensions and
income retirement systems. This section discussed the origins of the World Bank’s
three-pillared pension model and demonstrated its links to welfare state theory and
empirical pension reform. Moreover, it highlighted the strong theoretical foundations
upon which the model has been founded and the strength of a multi-pillared analysis
with respect to contemporary old age pension provision.

43

The thesis now moves from a consideration of the scholarship and a justification of the
conceptual framework to an examination of the historical development of pension
programs in Australia, Canada and Sweden. The following chapter examines the
specific historical trajectories of old age pension programs demonstrating the growth,
not only in size, but also in social and economic significance of old age provision.
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CHAPTER 2
THE MAIN CONTOURS IN THE DEVELOPMENT OF OLD AGE
PENSIONS:
AUSTRALIA, CANADA AND SWEDEN

This chapter presents the major policy trajectories that have characterised the
establishment and development of old age pensions in Australia, Canada and Sweden.
The rationale for this chapter is derived from the notion that current and future policies
reflect their histories (Heidenheimer et al. 1990:229) and that it is important to examine
policy legacy before assessing matters of the future. This not only provides us with an
understanding of the emergence and growth of old age pensions, but also establishes the
analytical themes necessary for assessing the longer-term stability of old age pensions
(research question 2). Analysis, to quote E.H. Carr (1961:66), is ‘closely connected
with…the lessons of history... [and] through it we attempt to learn from history, to
apply the lesson drawn from one set of events to another set of events’. Historical
trajectory is, thus, an important context in the analysis of future pension stability and its
costs to government.

Chronologically detailing the development of old age pension policy across three
countries is an enormous task. Accordingly, this chapter adopts an ‘episodic’ historical
approach for deciphering the historical evidence in a concise and historically useful
fashion. This approach also aids in developing a series of historical
generalisations/themes that are pursued throughout the remainder of this thesis (see
Introduction).

The history of pensions is divided into four historical periods which, in the broader
context of the welfare state, chart the development and growth of each pension system
from its antecedents in the 1800s through to the most recent reforms in 2003-2004. 1 The

1

Despite the history of aged assistance pre-dating the 1800s, it is not until the 1800s that developments
warranting a policy analysis relevant to contemporary pension systems take place (such as, the
development of modern political structures and ideas about how a government should respond to the
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first epoch commences in the mid-1800s and concludes in the early twentieth century
with the introduction of pension legislation in Australia and Sweden. It argues that the
growth of capitalism facilitated the need to assist those unable to work and considered
to be the ‘deserving poor’. The aged and infirm fulfilled this criterion and, as such,
political elites took steps to formalise and institutionalise assistance. Over time, two
distinct sets of ideas about the nature of aged assistance emerged; one modelled on the
British system of Poor Laws (subsidising dependents), and another on the contributory
insurance-type models offered by private insurance and annuity companies. But
relatively small aged populations placed little pressure on legislators to establish the
kind of wide-ranging schemes that would later become social insurance or universal
pension programs.

The second period concentrates on the years following 1910 through to the conclusion
of World War II (1945). This section highlights when incremental improvements to the
size and scope of national pension systems were made. Despite several investigations
and government commissions into the possibility of expanding old age pensions, the
nature of pension politics remained generally conservative and cautious. The focus of
legislators was on the war commitment and dealing with the effects of the Great
Depression. Little attention was given to further developing legislation within this area
of social policy – except in Canada, where a federal pension scheme was finally
established in 1927.

The third period (1945-1975) analyses pensions within a period of post-war
reconstruction and intense legislative activity. This period is characterised by a
significant growth in the numbers of old age pension recipients and in the public cost of
pension programs. The electoral advantages of increasing and then securing benefits for
the aged proved to be a powerful catalyst for the growth of pension programs
throughout this period – especially when aged populations were small, longevity was
lower and governments were obliged to honour war-time promises of pension benefits.
This was also a period when major structural developments occurred in Canada and
Sweden and when the seeds for financial instability were sewn.

adverse effects of capitalism). Moreover, this chapter concludes in 2004 when the final phases of the
Swedish and Australian pension reforms were implemented.
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The final period commences in the early-1970s when OECD countries, hit by
stagflation, the OPEC oil crisis and a worldwide economic downturn, sought to control
the cost of pension programs and restrain the growth of the welfare state. Guided by
neo-liberal economic ideas of expenditure restraint and self-reliance, this section
considers the efforts of policy-makers to enact retrenchment policies, tighten
entitlements and implement pension reforms. The emergent theme from this period can
be seen as the attempt to more closely align pension benefits with the contributions of
individuals; something which earlier pension systems promised, yet failed to deliver.
This period is characterised by substantive pension reform and the establishment of new
pillars within the context of economic and fiscal constraint.

From Humble Beginnings! Alleviating Aged Poverty in an Emerging
Capitalist System: 1800s–1910s
The history of pensions predates the 1800s and the early development of the modern
capitalist system. In the pre-capitalist world, assistance to the aged was either provided
by the family unit or the church in the form of charitable relief. On occasions a
charitable lord or monarch also offered subsistence in exchange for loyal service to the
crown. Assistance in the pre-capitalist world was minimal by nature and, for those
without family units or a benefactor, old age was, to paraphrase Hobbes, brutal, nasty
and short. Governments or parliaments of this era played no role in protecting the aged
from the perils of poverty, although it is also important to note that the vast majority of
people rarely lived beyond the age of forty.

The rise and development of capitalism placed pressure on traditional means of
supporting the aged within societies. Under the capitalist system, wage labour became
an important commodity that could be bought, sold or traded and caring for the aged
impaired a family’s ability to generate income. The lack of broader social structures
meant that caring for the elderly diverted effort from earning a wage in the market place
which, over time, proved to be an unsustainable situation.

By the 1850s, unprecedented levels of economic expansion, wealth generation,
advancements in medical treatment and mass social progress provided the backdrop for
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newly colonised countries (such as, Australia and North America) and parts of Europe
to grow, not only, in size and wealth but also in age profile (Dixon 1977:1). These
developments laid the foundations for important advancements in the fight against aged
poverty. In particular, political elites throughout the world saw social legislation as a
means of appeasing middle and upper-class concerns about the treatment of the aged in
a ‘respectable society’ (Garton 1990:87). But as the following sections reveal, early
reformers and advocates for social legislation actually drew their inspiration from a
number of different sources.
In the anglicised world the introduction of the British Poor Laws in 1834 2 provided
both a catalyst and a deterrent to change. On the one hand, the Poor Laws offered a
model of legislation that was an immediate solution to the problem of poverty and
destitution. On the other, the negative impact of the laws on the self-respect of British
workers, arguably, discouraged many early Australian and Canadian colonial
administrations from becoming more actively involved in the provision of poverty
relief. As a consequence, early Australian and Canadian administrations chose to fund
charitable organisations for the provision of aged care in lieu of directly distributing
benefits and services themselves (Clark 1979:1; Cox 1992:7-11; Dickey 1987). 3

In Scandinavia social legislation was being shaped by an entirely different force;
namely, the social insurance schemes that were being offered to sick and unemployed
artisans and entertainers in neighbouring Germany. Anxious to increase membership
and political support, the newly emerging Swedish Social Democratic movement 4
actively campaigned for the establishment of social insurance as a means of reducing
the economic burden that aged poverty was placing on rural communities. 5 But the
2

First enacted by the Whig government in 1834 the Poor Laws were instituted to deter ‘habitually
slothful types’ from ‘sponging off’, by making the conditions of a workhouse mirror those of a prison.
For example, inmates were shorn, uniformed, separated from spouses and children and, above all else,
accused of having some sort of ‘moral failing’ as opposed to being the consequence of economic
misfortune (Schama 2002:180).
3
Initially, charitable organisations, such as Benevolent and Friendly Societies, were the main source of
charitable relief for many communities. The societies existed in each of the six separate self-governing
colonies of Australia and in all Canadian provinces. They offered two forms of welfare: ‘outdoor relief to
families and residential care’ to the destitute poor. Colonial governments provided financial aid to each
society whilst also being publicly supported by a mixture of charity, goodwill and voluntary labour
(Dickey 1987:16).
4
The Social Democratic Party itself was formed in 1889.
5
It is estimated by Childs (1980:1) that at least 90 per cent of the Swedish population were living off the
land, from primitive forestry or from farming.

48

‘thought of levying taxes on workers… who failed to provide for themselves was
simply unacceptable’ (Clark 1979:1) and little was actually done to assist the
disadvantaged (Castles 1978:18). The burden of providing relief remained with
charitable and religious organisations, despite the virtues of each model being
periodically debated throughout the remainder of the Nineteenth Century (Garton
1992:84-107).

A lack of resources and limited philanthropy constrained the ability of charitable
organisations to provide sufficient relief and income assistance. As a consequence,
charities were forced to separate those who could work from the aged, children and
destitute women to identify and assist the ‘deserving poor’ (Dickey 1987:34-5). These
early forays into ‘recipient assessment’ were defended as necessary activities under the
funding agreements between charitable organisations and governing administrations
(Trydegard 2000). They also set the foundations of the residual and minimal
orientations toward welfare; foundations which have characterised both the Australian
and Canadian pension systems for over a century (Graycar 1977:11-20).

By the 1870s, expectations about the role of government in alleviating poverty had
grown significantly. The rise of ‘middle-class values about a respectable society’ in the
anglicised world and the dominance of agrarian interests in Scandinavian politics
focused the attention of parliamentarians on the need to improve poverty relief (Dickey
1987:49; Tawney 1962:270-273). The imprisonment of the destitute (due to
overcrowded poor houses) in the eastern colonies of Australia and Canada and the
‘auctioning off’ of the elderly in Sweden, subjected Nineteenth Century politicians to
serious criticisms about the inadequacies of the social welfare system. Colonial
administrators and elected rural parish officials responded promptly with the offer of
social legislation – in particular, financial assistance to the aged and infirm (Dixon
1977:3; Garton 1990:84-88; Lararus 1980:3; Trydegard 2000:575-576).

Around the same time, German reforms (such as, the introduction of work injury and
old age insurance for workers) were proving immensely influential in the development
of the European social welfare. So much so, that in 1884 liberal politician, Adolf Hedin,
raised the question of old age pension insurance in the Swedish Parliament. But a
Parliament lacking authority (Castles 1978:21) and complaints from the bourgeoisie
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about its potential expense were sufficient to defeat the motion (Edebalk 2000:538).
Despite two public investigations into pensions, no substantive action was taken in
Sweden to introduce social legislation of this nature before the end of the nineteenth
century.

Ideas about social legislation were also gaining political momentum in the selfgoverning colonies of Australia. New South Wales, South Australia and Victoria each
established a Royal Commission to investigate aged poverty and old age pensions
during the depression of the 1890s. New South Wales drew upon developments
occurring in New Zealand (that is, the introduction of ‘social insurance to cover loss of
income on account of accident, sickness, age, widowhood, or orphanhood’), however,
they were unconvinced of their ability to cope with the immediate problem of the
‘destitute aged’ (Castles 1985:15). Accordingly, the colonies chose not to establish a
broad-ranging system of social assistance benefits choosing rather, marginal
improvements to existing systems of charitable relief (Dixon 1977:7; Reeves 1902:4849).

Simultaneously, debate about the merits of a national old aged pension was taking place
at the Australasian Federal Convention 6 with a proposal (in the Constitution Bill) to
grant the future Commonwealth Parliament the power to legislate for old age and
invalid pensions (s. 52(24)). 7 Initially attracting little interest from convention
delegates, invalid and old age pensions nevertheless became an important mechanism in
attracting the popular support (especially from the Labour movement) essential to the
passage of the Federal Constitution Bill (La Nauze 1972:204-206; Russell and Chubb
1998:185-189).

The federation proposal advocated the establishment of an Australia-wide contributory
pension system to ‘wipe away forever the stigma of pauperism from the people of
Australia’ (Australasian Federal Convention, James Howe, 21 January 1898:8).
6

The Australasian Federal Convention (1890-1898) consisted of two representatives from each colony
(excluding Western Australia who refused to participate). The convention met on three different
occasions (Adelaide, Sydney and Melbourne) to debate the virtues of federating under a written
constitution.
7
James Howe, a South Australian MP, first introduced the provision at the Adelaide sitting (1890) of the
convention, but it failed to gain the support of the convention’s delegates. It was not until the Melbourne
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Interestingly, no justification was recorded as to why a contributory system should be
adopted over a tax-financed scheme, with the debates revealing an underlying
assumption that contributory pension systems were the most effective form of welfare
provision. 8 Rather, the debate focused on whether a federal authority was the
appropriate level of government to administer pension legislation. As one delegate
remarked:

I know this is not the time nor place to discuss in detail the various systems
which have been adopted by some countries, or the systems which have been
formulated on broad lines of thought; neither, indeed, is it the time nor place for
me to enter into detail with regard to systems, although there are one or two
which I prefer… I have come to the conclusion that what is wanted is a national
system, under which people who are subject to its laws shall run no risk of
failure – so that those who subscribe to a certain fund should know that in their
old and declining age they should not eat the bread of dependence. It is only a
national system that can give such an assurance (Australasian Federal
Convention, James Howe, 21 January 1898:7-8).

Although pensions only proved a minor concern of the overall discussion, the
convention’s debates highlight two elements crucial to the history of Australia’s federal
old age pension system. First, the debates indicate an assumption that old age pension
schemes are, by their nature, contributory. Little comment was recorded as to how
pensions should be financed; the focus was on who should provide public pension

(21 January 1898) sittings (after being reintroduced for a second time at the Sydney sitting 1897) that
pension legislation was properly considered and debated by the convention’s delegates.
8
The ensuing debates centred on a number of concerns. One concern involved whether the
Commonwealth would have exclusive powers over old age pensions or hold concurrent powers with the
states, while another considered whether the inclusion of provisions regarding pensions would affect the
desirability of the proposed constitution. The convention also displayed weariness about the effect of a
federal authority within the domain of charitable organisations and benevolent societies, as well as the
social inequities of giving benefits to those who had not financially contributed (Australasian Federal
Convention, Patrick Glynn, 21 January 1898:12). Opponents of a federal old age pension successfully
used these criticisms to defeat the initial proposal by 25 votes to 20 votes. Seven weeks elapsed before
discussion concerning federal pension legislation resurfaced. Upon resubmission, James Howe
(Australasian Federal Convention, 7 March 1898:1993) stated the case for federal pensions arguing: ‘It is
a question of the alleviation of the distress existing among the deserving poor’. Once again there was
minimal discussion as to what type of social security and welfare system a Commonwealth government
should adopt with the debate focusing on the need to have a national system of pensions to prevent
jurisdictional disputes between state boundaries. This issue eventually struck a cord with the convention
which adopted the proposal 26 votes to 4 votes.
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schemes (that is, the level of government or various non-governmental organisations).
This is despite its brief reference by some members. 9

The second element concerns the value placed on social legislation during Australia’s
early political history. Arguably, initial conceptions of the pension centred on protecting
the aged and incapacitated from asylums and poor houses and not on the kind of nation
building philosophies emerging in Europe at that time. Staunch conservatives proved a
powerful force in delaying pension provisions on the grounds that the convention
should consider other, more important areas of government (such as, education and
health) (Australasian Federal Convention, Josiah Symon, 21 January 1898:29).

Despite rapid growth and monumental social change, political elites failed to implement
central government pension legislation before the end of the century. Several
explanations can be offered to explain the under-development of pension legislation and
the trajectories of its design. An almost continuous shortage of manufacturing and rural
labour throughout the 1800s provided the people of Australia and Canada with ‘high
wages’ and only temporary incidences of unemployment (despite the existence of
recession and industrial unrest during this period) (Dixon 1977:1; Garton 1990:66-74).
Levels of poverty that existed amongst the ‘aged’ and ‘infirm’ only comprised a small
proportion of the total population and, as such, social policy-makers experienced little
political pressure to take corrective action. For example, Reeves (writing at the turn of
the century) estimated that no more than one per cent of the total population required
assistance or charitable relief during the 1890s (Reeves 1902:48).

The need for an inexpensive means of dealing with population ageing – a situation
many of the world’s regions experienced between the 1860s and the 1890s – was also
an important factor (Dixon 1977:1). The rapid influx of immigrants in the 1850s led to a
‘greying’ of the population by the 1890s and the goal became balancing social with
financial imperatives. But the demographic and economic pressures were not distributed
evenly across the globe. As a consequence, Sweden was forced to consider broader
9

For example, George Reid questioned whether pensions should be funded by customs, direct taxation, a
‘system of licences on places of popular entertainment… theatres and race-courses’ (Australasian Federal
Convention, 21 January 1898:17), while Alfred Deakin suggested the introduction of a ‘land tax’
(Australasian Federal Debates, 21 January 1898:21).
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systems of poverty relief than either Australia or Canada felt necessary to institute.
Table 2 demonstrates the variance in the demographic pressures faced by each country
at the turn of the century.

Table 2 – Population Aged 60 Years and Above at 1900 in Australia, Canada and
Sweden

Country

Percentage of the Entire Population Over 60
Years

Australia
6
Canada
5
Sweden
10
Source: figures are the average of figures taken from several sources both recognised and less well
known. The more statistically reliable sources are detailed for each country as follows: the Australian
figure is derived from Allen et al. (1987:9); the Canadian figure is derived from Urquhart and Buckley
(1965:16); and the Swedish figure is derived from Edebalk (2000).

Public debate had failed to facilitate pension legislation before the turn of the century;
however, it had played an important role in shaping the ideas underlying the provision
of a public pension. One idea lay in the liberal tradition of self-help, with the
government providing a safety net for those considered the ‘deserving poor’, while the
second focused on the socialisation of risks through contributory social insurance
systems. These two sets of ideas were crucial to the establishment of pension legislation
over the following decades.

The Early Road to Pension Legislation: Australia and Sweden Push Ahead

The turn of the century marked a major development in the thinking towards public
assistance for the aged and the infirm – resulting in the establishment of pension
legislation in Australia and Sweden. Depression throughout the 1890s saw the once
‘casual pauper’ became a more prominent part of the social landscape. The sole burden
of providing subsistence fell upon existing systems of charitable relief such as, friendly
societies, overcrowded poor houses and upon the traditional family unit. Within this
context, political leaders realised the value of appealing to middle-class ideals of a
respectable society and the possible electoral results that the introduction of a national
pension might wield.
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The establishment of a Royal Commission (1904) to investigate the viability of
establishing pension legislation was the newly established Commonwealth
government’s first foray into the field of pensions. 10 With the aim of replacing the small
pension schemes in New South Wales, Victoria, South Australia and Queensland, Prime
Minister, George Reid, empowered the commission to consider how a Commonwealth
government pension scheme might function within a federal context. In 1906 the
commission reported a plan to provide an old age pension scheme (in concert with the
states) that would be paid out of the Commonwealth’s Consolidated Revenue Fund. The
Royal Commission rejected the notion of a contributory old age pension scheme similar
to that used in Bismark’s Germany because of the ‘widely divergent conditions of the
two countries’ (Kewley 1973:73).

Despite the strong recommendations of the Royal Commission, the Commonwealth and
the states failed to agree on the terms of pension legislation and the issue quickly gave
way to other matters of national development such as, inter-colonial trade and tariffs.
However, within a year pension legislation was reintroduced into the Parliament (1907),
eventually gaining approval in 1908. 11 The legislative model adopted by the
Commonwealth government was a means-tested pension, financed directly from general
government revenues and available only to those who were considered the absolute
deserving poor (a model which mirrored existing schemes within the states). Pension
payments were in the form of a flat-rate benefit and provided a recipient with a
‘subsistence level of living’. The focus of the legislation was on the prevention of
poverty rather than the provision of a ‘comfortable way of life’ (Castles 1985:16).

The new century also symbolised a turning point for old age pensions in Sweden. News
from neighbouring Germany about the success of Bismark’s scheme resonated amongst
the Swedish political establishment. Reportedly, Bismark’s famous speech to the
Reichstag on 2 April 1881 proved an important mechanism in levering a parliamentary
investigation (1905) into a central government pension insurance scheme:

10

The establishment of a Royal Commission occurred in the wake of a commitment during the 1903
federal election campaign when Prime Minister, George Reid, transformed a parliamentary committee
into a Royal Commission.
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[I am concerned that] the feeling of human dignity, which I want even the
poorest German to have, should be kept alive, that he should not simply be an
object of charity without rights, that he should have a peculium which belongs to
him alone… which makes it easier for him to open many doors which otherwise
would be closed, and which, if he can take his contribution out again when he
leaves, ensures him better treatment in the house to which he has been admitted
(Bismark 1881, quoted in Sinn 2003:269). 12

But social legislation was to stall for several more years, despite the issue being
incorporated into both the Liberal Conservative and Social Democratic Parties party
platforms for the 1905 and 1908 central government elections (Edebalk 2000:540).
Based on the recommendations of a 1905 investigation, the ruling Conservative
government, in conjunction with a ring of Liberal intelligentsia (headed by radical MP
and publicist Adolf Hedin), commissioned the Committee for Old Age Insurance to
once again investigate the matter of pension insurance (Olsson 1990:20-21).

Five models surfaced during the committee’s investigations, with two being quickly
disregarded as unrealistic. One disregarded, involved a system of voluntary insurance,
while another concerned a universal flat-rate pension financed out of general
government revenues (a system considered too expensive by Swedish parliamentarians)
(Edebalk 2000:539-40). The three options promoted by the committee entailed:

1. The Bismark model of workers’ insurance. The proposal offered a system
financed by contributions from both the employer and employee together with
contributions from the state. Contributions were compulsory and the size of the
pension was therefore dependent on the contributions of all three parties.
2. The Danish model consisting of a pension system (minus the characteristics of
poor relief) available to the entire population and not limited to employees. This
model offered a means-tested system administered at the municipal level and
financed equally by the municipality and the central government.
11

The legislation was to be known as the Invalid and Old-age Pension Act 1908. The Act provided a
pension of 10s per week at the age of 65 years for men and 60 years for woman who fulfilled income,
capital and behavioural conditions.
12
The term ‘peculium’, used in Bismark’s speech, was the money Roman slaves were allowed to save up
to eventually buy their own freedom (Sinn 2003:269).
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3. A model designed to capture the entire population, which provided for a pension
funded by a flat-rate contribution by an individual (that is, an individual tax).
Pension levels were determined on the basis of income levels and consisted of a
compensation component for those of low income (Edebalk 2000:540).

These three models stimulated intense debate and several more years of frustrating
negotiation between the Conservatives and the Social Democrats before consensus was
reached. In a political compromise, the model eventually adopted incorporated elements
from each of the three options promoted by the committee. As such, it drew upon the
universal characteristics of both the second and third models (a scheme not only for
those aged 67 years or above but also for those unable to work because of disability)
and the contributory nature of the Bismark model. Since the size of a person’s pension
related to the total value of personal contributions, a second tier was added to protect
people from inadequate pension incomes and to also pay benefits whilst pension funds
were in their developmental stages. Thus, in May 1913 an act of Parliament established
an old age pension insurance scheme that consisted of two components:

1. A pension financed by individual contributions based on taxable income.
2. An income-based supplementary pension financed through general government
revenues for those not covered or inadequately covered by the contributory
scheme.

The offer of a new public pension also provided the impetus necessary for a growing
trade union movement to press for the introduction of pension schemes within the major
industrial sectors, namely forestry. But the supplementary pension was minimal, the
contributory system was only offered to military officers and civil servants and few
employers found the heart to fund occupational pensions (Palme 2003:2). As a
consequence, the introduction of pension legislation did little to alleviate poverty
amongst the most destitute sections of the aged population and to fulfil the great hopes
of social legislators.

Arguably, the eventual adoption of a universal-contributory system in Sweden can be
traced to the agrarian structure of Swedish society, the domination of farming groups
and a ‘circle of liberal intellectuals’ interested in social reform (Olsson 1990:20-21).
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Pressure from these factions to reduce the economic burden that aged poverty was
placing on rural communities was, arguably, a crucial element in gaining the legislative
support necessary for such a potentially broad-ranging system.

As in Australia, the type of pension system adopted in Sweden can also be linked to the
demographic characteristics of the early-twentieth century. The rapid ageing of the
population between 1850 and 1900, coupled with a decline in the birth rate and a rapid
industrialisation and urbanisation of Sweden, resulted in a heightened need for rural
communities to more adequately attend to the aged and infirm.

Scholars, such as Castles (1985), have argued that a young population and a constant
labour shortage was a significant factor in the pension model adopted in Australia. In
contrast to Sweden, Australia and Canada had a proportionately small percentage of the
population aged 60 years at the turn of the century, thus little pressure was placed on
early legislators to implement the kind of universal social insurance schemes erected in
Sweden (see Table 2).

The evolution of the pension between 1910 and 1945 echoed many of the sentiments
which characterised its emergent period. This chapter now turns to consider the next
phase in the policy history of pension systems; the incremental evolution of Australian
and Swedish pensions and the developments that led to the introduction of the Canadian
federal pension.

Old Age Pensions in an Expanding Welfare State: 1910s–1945
This period marks an era of social policy development in the context of a global
economic depression sandwiched between two world wars. In addition, it represents the
establishment and development of a distinct class within society interested in the
maintenance and expansion of welfare structures for the aged. The period was
characterised by the incremental expansion of the Australian and Swedish pension
systems and several major investigations that sought to revolutionise each pension
system. This section also describes the course taken by Canadian social reformers which
led to the establishment of national pension legislation in 1927. An initial lack of
interest by Canadian political elites and then the onset of World War I are cited as
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strong explanations as to why pension legislation lagged significantly behind Australia
and Sweden.

In the years following 1910 the development of old age pension systems occurred at a
different pace in each country. In Canada, a House of Commons committee (1913)
concluded there was no public demand for an aged pension, suggesting pensions were
the responsibility of provincial and municipal governments. As such, pension issues
struggled to gain serious federal parliamentary attention (Lazarus 1980:4). While in
Sweden and Australia, the pension agenda was dominated by incremental reform to
existing programs. Regulations governing the operation of Swedish occupational
pension schemes were passed in 1915 and numerous increases in the rates of Australian
pension benefits occurred between 1909 and 1914. However, the onset of World War I
inhibited the development of pensions and it was not until the early-1920s that the
attention of national legislatures returned to old age pension politics.

‘She’ll be Coming Round the Mountain When She Comes’: The Road to Pension
Legislation in Canada

The road to Canadian federal pension legislation can be traced to 1907 when a
resolution, outlining the desirability of provision for the aged, was introduced and
adopted by the House of Commons. Pensions were again the subject of discussion with
the introduction of further resolutions in 1911, 1912, 1913 and 1914, but the House
failed to reach a conclusion before the onset of World War I (Canadian Parliamentary
Debates, 26 March 1926:1939). 13

With the commencement of the ‘roaring twenties’ the establishment of a pension
scheme, in ‘cooperation with the provinces’, became a realistic avenue for federal
reformers. A pension scheme was incorporated into the Liberal party platform and used
to great success in the 1922 federal election campaign (Canadian Parliamentary
Debates, 19 March 1929:1094).

13

Few within the House of Commons, at that time, were convinced of the merits of federal pension
legislation. For instance, in 1913 a House of Commons parliamentary committee (appointed by the
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Upon taking government the Liberals recast parliamentary resolutions in 1922 and 1924
after a House committee promoted the desirability of pension legislation. But the idea
was again shelved when the Opposition suggested that the total yearly expenditure of
the scheme would cost nearly $CAN12 million. Vehement opposition from Quebec on
the grounds it would interfere with already existing systems of charitable relief
administered out of Montreal also proved a telling factor in its demise (Canadian
Parliamentary Debates, 26 March 1926:1938-1939). Quebec’s opposition and suspicion
of a federal pension scheme was to be a recurring theme throughout Canadian history.

Undeterred by this opposition, the Acting Minister for Labour, J. H. King, introduced an
old age pension bill in March 1926 that was finally passed by the House of Commons in
March of the following year (1927). It was the culmination of numerous parliamentary
resolutions, bi-partisan commitments, nearly two decades of federal and provincial
negotiation and, above all else, skilful political manoeuvring by the ruling Progressive
Conservative Party.

Without hardly a murmur from the Senate, the House established a means-tested
pension in which British subjects (and not Indians), above the age of 70 years who had
resided in Canada for in excess of 25 years, were eligible to claim pension benefits of
$CAN20 per month (Canadian Parliamentary Debates 26 March 1926:1937-1938). In a
cost sharing arrangement, the plan required each province to legislate itself into the
scheme, as 50 per cent of the costs were met by federal consolidated revenues and 50
per cent by provincial coffers (Clark 1979:7). The introduction of the Old Age Pension
Act 1927 was not only the first step towards reducing poverty among the wider
population of Canadian seniors, it was also the first instance of federal intervention in
the field of social welfare (Lazarus 1980:9). From 1927 onwards, the history of the
Canadian aged pension was characterised by an ongoing battle between welfare groups
and governments over the adequacy of pension benefits – a similar trajectory to both
Australia and Sweden.

Liberal party) concluded that a lack of public demand for pension legislation was indicative that pensions
should remain the responsibility of provincial and local governments (Lazarus 1980:4).
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The Incremental Expansion of Old Age Pension Benefits

The advent of World War I, arguably, inhibited the growth of the welfare state and the
development of social legislation. But the distraction was short-lived and the attention
of governments turned to rehabilitating soldiers (in exchange for their military service
to the nation) in the form of costly social welfare benefits. In Sweden, another force was
also at play. The 1920s saw the declining importance of agriculture in economic life and
the rise of manufacturing and industrial interests. This provided a breeding ground for
the development of the Swedish Trade Union Federation and philosophies about
collective agreements and social benefits (Fregert 2000:349). These developments gave
impetus to the Social Democratic Party to actively lobby for increases in wage levels,
relief work, unemployment insurance and aged poverty (Castles 1978:22-23).

Ideas about social insurance also gained political momentum within Australia during the
1920s. The Hughes Labor government, influenced by the idea of a living wage from the
Harvester judgement (1907) and concerned with the inadequacy of existing schemes,
proposed a Royal Commission (1923) to investigate the establishment of National
Social Insurance. The final report of the Commission (1927) strongly recommended
(within the confines of the principles of the moral values of ‘thrift and self-respect’
(Dickey 1987:109)) the establishment of a separate federal government fund dedicated
to the payment and expansion of the social welfare system (Royal Commission on
National Insurance 1927:3).

The onset of the Great Depression, however, halted any major developments from
taking place in Australia, despite legislation having been drafted and presented to the
Commonwealth Parliament. The same pattern would recur in the late-1930s when the
federal Parliament, this time adopting social insurance legislation (National Insurance
Acts 1938), was forced to abort new legislative measures with the onset of World War II
(Australian Parliamentary Debates, 14 March 1941:98).

The beginning of the 1930s brought with it an era of relative stability and social
democratic predominance within Swedish politics (Castles 1978:21; Rustow 1955:101102). By the mid-1930s the Swedish pension system had endured significant
restructuring as a result of the Great Depression (Rustow 1955:102). The assumption of
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responsibility for a growing occupational pension system by the central government
(including the implementation of new administrative measures), was among the most
significant changes. Each occupational pension scheme was subjected to state
supervised management councils consisting of representatives from industry,
commerce, insurance companies and clerical organisations from the industries which
employees and employers were drawn (Bolton 1938:254). But, as in Australia, the onset
of the Great Depression saw the Social Democratic Party abandon many of its ‘previous
beliefs’. It was not until the “Crisis Agreement” between Labour and the Agrarian
parities in 1933, that the Social Democrats reintroduced its programs of public works,
deficit financing, agricultural price support and social welfare reform (Castles 1978:2527; Olsen 1992:54).

By comparison, few amendments to the Canadian pension took place throughout the
1930s outside several increases to benefits towards the end of the decade. Of particular
note, the Bennett Government (in 1931) raised the federal portion of pension costs to 75
per cent after the provinces complained that the depression was making it impossible for
them to meet their financial commitments. But to the dismay of Canadian seniors, the
Canadian pension remained at the rate of $CAN20 per month well into the 1930s.

By the late-1930s, old age and invalid pensions had become an established fact for a
large number of people in Australia, Sweden and to a lesser extent Canada; a trend
consistent with developments occurring in the rest of the world (Blackburn 2002:57;
Dickey 1987:121). Over three decades pension ‘take-up rates’ had far exceeded the
estimates of the founding fathers. Over time, pensioners had become an entrenched
political force in their own right and pensions had become a tool for political patronage
(Blackburn 2002:55). Even during the Great Depression the age pension remained
largely intact relative to the other functions of government (Dickey 1987:121-2). 14

The depression of the 1930s brought massive unemployment to many of the world’s
economies, dramatically changing the perception of economic destitution across the
globe. Poverty was no longer seen to be the result of personal moral failing, rather a
14

For example, Australian pensioners were only asked to accept a 12.5 per cent reduction in benefits
during World War I. Much to the dismay of then Auditor-General (Joseph Cerutty) this percentage fell
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problem of economic circumstance which required a social response (Weitz 1992:38).
The post-depression 1940s saw the beginning of a period of rapid expansion in social
welfare infrastructure. With the immense suffering experienced in the 1930s still ‘fresh
in people’s minds’ and the remnants of a population mobilised towards the war effort
still lingering, governments turned their attention to the construction of more socially
equitable societies (Brennan 1994:282).

The major structural developments that took place within the Australian, Canadian and
Swedish political systems provided the essential ingredients for significant pension
reform to occur between 1945 and 1975. The landmark agreement between the
Australian state and federal governments granted the Commonwealth government the
power to collect income taxation in 1942. This provided the Commonwealth with a
large pool of revenues to not only fight the last years of the war, but to also improve the
scope of the welfare state through such mechanisms as child endowment (1941), the
widows’ pension (1942), maternity allowances (1943) and funeral, unemployment and
special benefits (1944). 15 Whereas, the increased demand for the weapons and machines
during the war had transformed Canada into a major manufacturing centre. This allowed
large manufacturers, offering occupational pension plans, to flourish and provided
considerable scope for governmental control over such plans (Weitz 1992:40-41). In
Sweden, its relative neutrality to war and desire to be self-sufficient had shifted its
economic focus away from agriculture to large-scale manufacturing. Changes in the
economy gave rise to a new kind of worker, whose concerns about the generosity of
pension benefits were championed by an emerging Labour Party and a growing Trade
Union Federation (Fritz 1982:5-6).

Moreover, the recommendations of two international reports proved to be an influential
force in debate about the adequacy of old age pension structures. The delivery of the

well short of the general reductions in public expenditure imposed on other welfare recipients and public
officials (Auditor-General 1928-1929, 1929-1930).
15
Other social developments occurring in Australia throughout this period include the considerable push
to improve the public health system between 1938 and 1945. Such developments included: the
introduction of sickness benefits; rehabilitation services; funding to state-run hospitals; and free medicine
to public hospitals (Brennan 1994:282). The introduction of two Pharmaceutical Benefit Acts (1949),
which were initially declared as unconstitutional, also paved the way for future developments within
Australian social policy.

62

‘Beveridge Report’ (1942) in the UK and the ‘Marsh Report’ (1943) in Canada, 16 both
embracing the principle of a ‘minimum standard of living below which no one should
fall’ (Weitz 1992:59), provided popular support to the notion of a ‘universal pension’.
Both reports recommended the establishment of a ‘second tier earnings-related
contributory pension system’ – a compelling and influential concept over the next
decade and a half.

Pensions in an Era of Post-war Reconstruction: 1945–1975
In the aftermath of World War II the focus of national governments turned to the
extension of social welfare structures. Starting from the premise that the ‘major post
war problem would be severe economic recession’, governments embarked on a
program of mass state ownership and an extension of regulatory powers (Castles
1978:27). The war-time promises to soldiers that society would address their welfare
needs, also proved an influential factor in the development of both labour and
conservative policy platforms (Blackburn 2002:50-51). The increases granted to the
Canadian pension (taking it from $CAN20 to $CAN40) between the elections of 1947
and 1949 are indicative of the developments which occurred in the post-war years.

The expansion of the welfare state principally occurred at the expense of sub-national
governments. Constitutional amendments (1946) in Australia, while having little direct
impact on old age pensions, provided the impetus for mass social progress in functions
of government traditionally controlled by the states (such as public eduction, hospitals,
pharmaceuticals and the National Welfare Fund). 17 A series of constitutional
amendments in Canada (1951-1952 and 1964) paved the way for the introduction of the
Canada Pension Plan (CPP) and Quebec Pension Plan (QPP) replacing many of the
provincially-based supplementary pension schemes. In Sweden, the introduction of a
new national Pay-as-you-go (Pay-go) system in 1960s replaced many of the
16

The year 1943 was also significant in Canadian pension history as it heralded the first increase in the
level of pension benefits, moving from $CAN20 to $CAN25 per month.
17
The establishment of a Commonwealth government fund (specifically for the purposes of providing
social welfare payments) was envisaged as a financially responsible way for meeting post-war welfare
state promises. The fund provided financial benefits for the unemployed, the sick and the aged through a
reserve fund by transfers from Consolidated Revenue (Dickey 1987:135). But the existence of the fund
was short lived with its dissolution into consolidated revenues (by the Gorton government in 1969) for
reasons of economy. Interestingly, despite the existence of the fund, governments made few payments
from the fund’s reserves.
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municipally-based occupational pension funds that had been in operation since the
early-1900s. 18 The following discussion considers the major developments in each
country within the context of an expanding welfare state and the increasing
centralisation of political power.

The Limited Expansion of the Australian Pension System

The Australian pension system endured few major structural developments between
1945 and 1975. The existence of full employment, the dominance of centralised
arbitration (where ideas about a living wage were reinforced), immigration and the postwar baby boom provided little incentive for the working classes to pursue additional
pension benefits (Brennan 1994:283; Cottle 1982:261-262; Whitwell 1994:225-226). As
a consequence, the incremental trajectory that marked the previous period remained
dominant with the size and cost of pensions continuing to grow.

The most significant developments centred on minor changes to the means and assettesting arrangements governing pension benefits. In 1960-1961 the Conservative
Menzies government liberalised the means-testing components of all social security
payments in a bid to simplify eligibility criteria and prevent the incorrect payment of
benefits that was plaguing the administration of the program. These changes combined
both the income and property values of pensioners under the notion of ‘means as
assessed’ and removed the criteria which had inhibited many higher income earners
from receiving aged pension benefits. As a result, another 100 000 seniors (Dickey
1987:149) were granted a pension: becoming one of the first instances when the aged
pension became available to those considered to fall outside the narrow category of the
‘deserving poor’.

Throughout the 1960s and into the 1970s, both Labor and Conservative governments
campaigned for the abolition of the means-testing arrangements governing the
Australian old age pension. This came partly from the difficulties governments had
experienced in administering the ‘arithmetic upon which boundaries of entitlement were
drawn’ and partly from the realisation of the electoral advantages of pensioner friendly
18

A pay-go pension scheme refers to ‘a method of financing whereby current outlays on pension benefits
are paid out of current revenues from an earmarked tax, often a payroll tax’ (World Bank 1994:xxii).
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policies. However, the push for a more generous scheme and the complete abolition of
means-testing failed and governments chose instead to pursue less expensive changes.
The introduction of the ‘tapered’ means-test by the McMahon government in 1972 was
indicative of the reforms during this period. By flattening the means-testing
arrangements, McMahon actually opened up the program to middle-class recipients via
the offer of a partial pension. The resulting effect was the subjection of pensions to a
new claimant group the middle-class, while achieving few social advances in the
alleviation of aged destitution. 19

Further liberalisation of the means-testing arrangements under the Labor Whitlam
government (most notably the abolition of the assets-test) won the hearts of the
electorate in 1974 (Brennan 1994:284), but received savage criticism from the Treasury.
Within government, Whitlam’s reforms were seen as economically irresponsible and to
set a dangerous precedent (Weller and Cutt 1976).

Over time these incremental developments had caused the program to swell both in size
and cost. By the mid-1970s the number of pension recipients had reached close to one
million people (DSS 1979) and the cost had increased by approximately 500 per cent
between 1950 and 1975 (Commonwealth Budget Papers 1949-1950, 1974-75; see also
Table 3). 20

The Expansion of the Swedish Pension System

In the decades after World War II ‘universal social protection’ became a ‘central
component of public policy’ across Europe (Whiteside 2003). Despite the Royal
Commissions of 1950, 1955 and 1957 having ‘failed to achieve consensus’ among the
major political parties and the leading interest groups, it marks a period of consensus
about the ‘grossly inadequate’ nature of the pension system (Olsen 1992:63). The 1950s

19

The ‘tapered’ means-test deducted pension payments on the basis of half a pensioner’s assets above the
allowable means and not the entire assets holdings of a pensioner above the allowable means, arguably
increasing the scope of the Age Pension Program.
20
The Australian figures presented in Table 3 provide a misleading account of the growth of public
expenditure on pensions as the growth in GDP occurred disproportionately to the growth in the pension
system.
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and 1960s heralded a new era for pension legislation and the levels of public support for
strong welfare state policies in Sweden (Andersen et al. 1999:245). 21

A substantial increase granted in pension benefits (by the Social Democrats in 1946)
had been an influential factor in delaying structural pension reform until the late-1950s
– much to the dismay of the Liberal and Conservative parties. 22 Both the Liberals and
the Conservatives had been strong advocates of a compulsory pension supplement
(based on an employee’s income) to parallel the existing flat-rate earnings-related
pension similar to the one offered to civil servants and salaried staff (Marklund and
Nordlund 1999:50). But these demands remained unsupported by the ruling Social
Democrats (despite the support of the Trade Union Federation) and reform fell-off the
political agenda (Olsson 1990:95-96). It was not until 1959, with the introduction of
legislation proposing ‘a unified public superannuation scheme financed through large,
government-controlled pension funds’, that the subject of pension legislation was
reactivated in parliamentary debate (Overbye 1997:14).

Effectively proposing the nationalisation of the Swedish pension system, the broadranging legislation evoked considerable fear of “pension fund socialism” amongst
Liberals and staunch Conservatives, thus attracting unified parliamentary opposition to
the notion of pension reform. Both the Liberals and the Conservatives had been in
favour of a contributory system, but one controlled by the private sector and not under
direct public supervision. The Social Democrats would have to endue an advisory
referendum, the dissolution of Parliament and re-election, by one vote, before their
proposals gained legislative assent (Overbye 1997:14).

What emerged was the National Supplementary Pension System; a pay-go scheme
aimed at raising the living standards of the elderly. Intended to create a ‘compulsory
income-related’ scheme based on the ‘loss of earnings principle’ (MHSA 2000) it
offered a supplement of 50 per cent for the basic pension, based on the best 15 years of
an employee’s income that was to be paid by the employer into a government controlled
21

See Andersen et al. for a statistical representation of the changing levels of public support for the
welfare state in Sweden between 1960 and 2000 (1999:245).
22
The promise of increased pension benefits had been a major component of the 1944 election campaign
(Olsson 1990:103). The reform also abolished the means-test governing pensions and replaced it with a
tax-financed universal pension.
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fund (Olsen 1992:63). A central aspect of the scheme involved the accumulation of a
large reserve for not only funding future benefits of retirees, but also for providing a
large pool of savings for public investment. By placing the financial burden of the
scheme primarily on employers the government also thought pensions would act as an
important mechanism to control the ‘drift’ in average industrial wages that was
occurring during the late-1950s (Olsen 1992:63). 23

Known in Swedish as the ATP (The People’s Pension), it became the first universalcontributory pension system in Sweden’s history – payable to all, not just civil servants
and military personnel. Under the system, payments were regarded as deferred earnings
(not as a hand-out) and determined from a calculation of the best 15 years income with a
qualifying period of 30 years work or 40 years residence (De Deken 2002:24-25;
MHSA 2000). The ATP quickly emerged as an important aspect of Swedish politics
(with benefits immediately paid to those eligible), over time becoming the dominant
pillar within the pension landscape – a trajectory that eventually led to its reform
(Scherman 1999:8-9).

The Expansion of the Canadian Pension System

The 1950s also brought about a turning point in Canadian pension policy. Constitutional
amendments in 1950-1951 and 1964 strengthened the federal government’s power to
make laws (concurrently with the provinces) in relation to old age pensions and
supplementary benefits (s. 94a). The first series of amendments (1950-1951) enhanced
the federal government’s legislative powers that would lead to the introduction of the
Old-age Security and Old-age Assistance acts (23 June 1951).

Heralded as the ‘greatest single advance made in our provisions for senior Canadians’
by National Health and Welfare Minister, Paul Martin Snr., these acts replaced the
existing means-tested pension of 1927 with a ‘universal’ benefit – payable to ‘all’ – at
the age of 70 years and subject to a 20 year residency rule (Canadian Parliamentary
Debates, 23 June 1951:4548; Greenspon and Wilson-Smith 1997:258). However, the
23

The initial contribution rate for the supplementary pension was set at 4 per cent where it remained
constant until 1967 when it was increased by half a percentage point on two occasions. The contribution
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pension benefit remained low at a maximum of $CAN40 per month (Canadian
Parliamentary Debates, 23 June 1951; 1 November 1951).

A new means-tested pension was also introduced for those aged between 65 and 69
under the Old-age Assistance Act 1951. This pension was restricted to a $CAN40 per
month maximum, with the federal share of the cost amounting to 50 per cent (Clark
1979:7). In 1967 Old age assistance was rebadged as the Guaranteed Annual Income
Supplement (GIS). The GIS provided benefits of up to $CAN40 per month on the basis
of an income-test (Lazarus 1980:19).

The second series of constitutional amendments in 1964 brought the federal government
further into the field of Canadian social legislation – once again at the legislative
expense of many provincial governments. 24 Remnants of the 1943 Marsh Report (in
particular, the need for a contributory system) and the recommendations of the Quebec
Social Insurance Commission had placed the inadequacy of pension benefits firmly on
the political agenda for over two decades. The solution, argued reformers, lay in the
establishment of a national contributory scheme (La Marsh 1964:24-26; Marsh
1975:170-173).

The establishment of a contributory system had featured heavily in election campaigns
between 1950 and 1963, with its integration into the party platforms of the three major
parliamentary parties. After a resolution in June 1963, a ‘great deal of work’ by an
interdepartmental taskforce (Weitz 1992:71) and intensive negotiations between the
federal and provincial governments (in particular, Ontario and Quebec), legislation
establishing the Canada Pension Plan (CPP) was introduced into the House on 9
November 1964 by the National Health and Welfare Minister, Judy La Marsh. In her
second reading speech La Marsh argued it was ‘expedient’ to ‘establish in Canada a
comprehensive program of retirement pensions payable to contributors; to provide for
the payment of supplementary benefits’ in coordination with the Old-age Security Acts,

rate remained at 5 per cent until 1972 when it was reduced with the onset of the OPEC oil crisis (OECD
1988b:90).
24
At the time of the Constitutional amendments the provinces of British Columbia, Alberta, Ontario,
Manitoba and Quebec were paying cost-of-living bonuses from provincial pension funds up to $CAN5
per month in recognition of the inadequacy of federal pension benefits (Marsh 1975:165-166).
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to be ‘known as the Canada Pension Plan’ (Canadian Parliamentary Debates, 9
November 1964:9898).

The passing of the legislation, which came into effect on 1 January 1966, established a
federal-provincial program of compulsory contributory social insurance administered by
the federal government under the joint control of participating provinces and territories
(Public Accounts of Canada 1997-1998:1.21). Designed as a pay-go plan, with a small
reserve, the CPP provided a contributory retirement income system that not only
covered the aged but also the disabled, widows and the deceased. The introduction of
the CPP provided an earnings related pension amounting to 25 per cent of preretirement income that was financed by a 1.8 per cent contribution from both employees
and employers. The plan was noteworthy for the provision of post-pension increases in
line with increases to the Consumer Price Index (CPI), as well as for simultaneously
enacting a reduction in the Canadian retirement age from 70 to 65 years.

Changes to the rules and administration of the CPP required the consent of both the
federal and provincial legislatures. All provinces and territories were party to the CPP
agreement except for Quebec who established a mirror plan (called the Quebec Pension
Plan (QPP)) in an act of Franco-Canadian sovereignty. 25 The QPP mirrored the benefit
levels of the CPP and worked in close conjunction with the federal program, however, it
was administered and controlled by the Quebec provincial government. In similar
fashion to the Swedish pay-go system, both the CPP and QPP quickly became dominant
aspects within Canadian pension politics and a growing body of vested interests quickly
emerged around the maintenance and growth of pension fund benefits.

The Rising Cost of Pension Systems

The emergence of new pension pillars and the bedding down of existing programs
characterised public pension provision during the post-war period. In Australia,
pensions continued to evolve around the moral values of ‘thrift and self-respect’ that
had governed its previous history (Dickey 1987:109). Pensions evolved in concert with
25

The idea of a provincial-wide pension plan had been a dominant part of Quebec politics since 1960,
with the legislature debating the proposal on numerous occasions between 1960 and 1964. As in the
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the growth of the welfare state, but Australia still lagged behind many ‘European
welfare innovators such as Denmark and Sweden’ (Castles 1985:24). 26 Despite
incremental increases and sustained periods of growth (see Table 3) pension benefits
remained minimal and the idea of supplementing retirement income with private
savings remained a strong element of the Australian system.

By comparison, major legislative reform occurred during this period in Canada and
Sweden. Both the Canadian Liberals and the Swedish Social Democrats abandoned a
system of means-testing in lieu of a universal pension. The establishment of second-tier
earnings-related pension schemes, first in Sweden and later in Canada, can also be
viewed as a monumental advancement in the provision of retirement income.
Contributory programs quickly became an integral part of each nation’s psyche as
governments moved swiftly to establish pension buffer funds and provide pension
benefits not only to the aged but also the disabled, the widowed and the infirm. Policy
decisions, that later haunted the actuarial basis upon which each contributory program
was founded.

The substantial growth in the public cost of pension programs provides the common
theme between each country during this period. The figures contained in Table 3
demonstrate the growth in the cost of pensions relative to GDP and suggest a broader
story of the rising political influence that pensioner policy was having on national
legislative agendas. The role of the private market in the overall health of income
retirement systems was also a telling, yet under-discussed element of pension policy
during this period. Governments supported a growing middle-class (whose retirement
wealth excluded them from receiving a publicly provided pension) through the offer of
favourable tax treatment and incentives to invest in the private pension market (Cox
1992). With these trajectories in mind the chapter turns to consider the final era in old
age pension history.

federal context the debate centred on contributions, universality and the effect such a plan would have on
the private pension market (Lesage 1964:11).
26
Castles (1985:24-34) estimates that while Australia’s public expenditure on social security rose from
4.7 per cent of GDP to slightly over 10 per cent of GDP between 1950 and the mid-1970s, it still lagged
significantly behind other nations of comparable size and wealth.
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Table 3 – The Growth of Central Government Expenditure on Old Age Pensions
as a Percentage of GDP in Australia, Canada and Sweden 1960-1985

Year

Australia

Canada

Sweden

1960
3.3
2.8
4.4
1965
3.2
2.8
5.1
1970
3.0
3.2
6.1
1975
4.5
3.7
7.7
1980
4.9
4.4
11.6
1985
5.1
5.4
11.2
Source: figures derived from OECD (1998) and triangulated with OECD (1985).

Old Age Pensions in an era of Welfare State Reform: 1975–2003
The 1970s represented a very different period to that of previous decades. The OPEC oil
crisis (1973) rocked many of the world’s economies and precipitated their relative
failure. Stagnation in national output (especially within the manufacturing sector), a
decline in productivity growth, a steady decrease in the value of exports, a substantial
rise in the levels of government debt, the onset of deficit financing and dwindling
revenue bases impacted dramatically on the perception of government and the nature of
the welfare state. By the early-1980s delivery of sustained budget deficits and the
accumulation of public debt threatened the financial stability of many OECD nations
(Pekkarinen 1992:306-309).

Throughout the 1980s and 1990s the governments of Australia, Canada and Sweden
pursued reformist microeconomic policy frameworks centred on balancing national
budgets and controlling levels of expanding public expenditure. Three decades of
uninhibited social expenditure growth had taken its toll on each country. Policies aimed
at reeling in public expenditures not only became the modus operandi but also
challenged many of the fundamental assumptions upon which pension systems had
developed and grown. This chapter now turns to the period of the 1980s and 1990s
when governments sought to institute further pension reform as a means of expenditure
restraint and financial and economic stability.
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The Quest for Control of Pension Spending in Australia, Canada and Sweden: 19801990

The incidence of sustained budget deficits and the growth in public debt changed many
of the assumptions under which welfare states operated. The obvious solution for
governments lay in the removal of pension programs from the public purse. In Sweden,
the overriding principle that had guided social policy reform since the 1950s (that is, the
provision of an ‘adequate earnings-related retirement benefit with universal coverage
for all persons working and residing in Sweden, backed up by a safety net that
guarantees an adequate standard of living for the elderly’) was being challenged (Palmer
2000:3). In Australia, the reimposition of the asset test by the Hawke Labor government
(that had been abolished under the Labor Whitlam government in the 1970s) was one of
the first significant moves to control pension costs since the Great Depression (Castles
1985:109). The 1980s was a similarly conservative period for Canadian federal social
policy. Under the mounting pressure of ‘major economic recession and rising deficits’,
first the Conservatives and then the Liberals searched for ways to restrain social
expenditure growth and control the cost of old age pension programs (Prince 1999:152153).

The principles articulated by political elites during the early-1980s formed the
philosophical and pragmatic basis that defined pension reform over the next two
decades. In Canada Prime Minister, Pierre Trudeau, outlined five basic principles upon
which Canada’s retirement income system should reflect – and were indicative of the
ideas that shaped pension reform across the three countries. In 1980 Trudeau: (1)
reconfirmed the long-standing tradition of encouraging the growth of private pension
plans; (2) emphasised the need for portability of pension contributions; (3) argued for
the protection of pension savings during periods of inflation; (4) expressed the need for
choice about when to retire; and (5) sought the equal treatment of women within the
Canadian pension system (Prince and Rice 1981:116).

These principles flowed into the Conservative government’s 1984 election strategy on
deficit reduction, economic growth and job creation (entitled ‘A New Direction for
Canada’) when the benefits granted to seniors were earmarked as one of the four areas
requiring review (Savoie 1990:164-165). Despite outlining a comprehensive set of

72

policy initiatives aimed at encouraging and improving private initiative, governmental
management and work incentives, the Finance Minister, Michael Wilson, found few
allies of expenditure constraint. Ailing Prime Minister, Pierre Trudeau, lacked the
political will necessary to institute reform and two increases to the basic pension benefit
actually emerged when the alarming incidence of pensioner poverty was uncovered. The
initiatives, while alleviating pensioner poverty, did little to achieve expenditure
constraint. Coupled with increases granted four years earlier, advantaging some 700 000
low-income seniors (Prince 1999:163), the cost of Canadian pensions actually grew by
18.5 per cent in under five years much to the dismay of the Federal Department of
Finance (Rice 1987:211; Savoie 1990:165-166; see also Table 3).

The few attempts to implement ‘pension retrenchment measures’ by non-socialist
governments in Sweden during the early-1980s also proved politically disastrous. The
implosion of the Centre Party in 1981 and the re-election of two Social Democratic
Party governments sent a warning about the electoral dangers of instituting policies with
a ‘new neo-liberal tendency’ (Marklund and Nordlund 1999:49). Neo-liberal reformist
policy agendas provoked widespread public outcry strong enough for the re-election of
the Social Democrats in 1982.

The sense of fiscal crisis and incremental growth in the demand for elderly benefits
brought questions about the ‘viability’ and ‘stability’ of old age pension systems to the
surface by the mid-1980s. The establishment of a Pensions Commission 27 and a review
by the National Social Insurance Board (NSIB) in Sweden, the implementation of the
Henderson Commission’s (1975) 28 recommendations in Australia, and the pursuit of
various initiatives in Canada (ranging from a reduction of benefits to high-income
Canadians, the tightening of regulations governing the tax exemptions and the de-

27

In 1984, Social Democratic Prime Minister, Olof Palme, established a commission consisting of
representatives from all political parties, trade unions, employers, the NSIB and independent experts to
negotiate legislative reform. After six years of deliberations the commission proved unable to agree about
the ‘basic ingredients’ of new pension legislation (Anderson and Meyer 2003:41), suggesting the emotive
nature of pension reform in Sweden during that time. One of the major recommendations to flow from the
pension commission was the need to reform the pay-go system before the retirement of the baby boomers
(Konberg 2002:4-5).
28
Reporting in 1975, the Henderson Commission found that the largest group of people living in poverty
in Australia were those aged 65 years and over. It argued that a pensioner should have sufficient income
to maintain a standard of living and recommended a substantial increase in old age pension benefits
(Mendelsohn 1982:135-136).
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indexation of elderly benefits 29 ) provided minimal alleviation on the public purse and
antagonised voters (see Table 3).

Arguably, these inquiries into pension benefits only served to validate claims about
pensioner poverty and the need for increased pension benefits. The years between the
mid-1980s and 1990 proved to be a comparatively ‘golden period’ for pensioners.
Benefits were raised, the pension was indexed to CPI (in Australia) and pensioners were
awarded a bounty of additional benefits such as increases in housing, heating, health
and public transportation supplements (Mendelsohn 1982:135-137).

The future of the welfare state under the strain of economic recession remained the
crucial political issue of 1980s for the conservative and non-socialist parties of each
country. In Australia, the Conservatives called for expenditure restraint, but were unable
to win the crucial federal elections of 1986 and 1989 on such a platform. By
comparison, the failure of the Mulroney government to match its conservative rhetoric
with policy reform (Savoie 1990), provided a platform for electoral success built on
public spending, while the non-socialist parties in Sweden were crucified at the polls for
suggesting modest reductions in pension benefits during the 1985 and 1989 elections
(Anderson and Meyer 2003:41).

Throughout the 1980s non-socialist parties remained adamant about the necessity for
pension reform, in the face of a faltering economy and an ageing population, but
pension reform never became a ‘topic on the political agenda’ (Anderson and Meyer
2003:41). The advent of a new decade provided fresh opportunities for pension reform
in Australia, Canada and Sweden. Further economic deterioration, the continual growth
in the numbers of pensioners and the rising costs of the pension system provided the
long-needed impetus for pension politics to take centre stage in the welfare reform

29

The genesis of the de-indexation debate emerged from the ‘5 and 6’ anti-inflation program announced
in the 1982 Federal Budget, which, among other things, limited indexation of Old Age Security to
increases of 6 per cent in 1983-84 and 5 per cent in 1984-85. De-indexation was a concerted attempt by
the Conservative government to ‘shelter those most in need’ from the effects of anti-inflation through a
proposal that aimed to augment the GIS and offset the limitations on the OAS payments (Prince
1999:165). According to Rice (1987:219), within two weeks of the proposal being announced ‘groups had
organized, petitions had been written, a non-confidence motion had been put forward in the House of
Commons and back benchers were receiving hundreds of post-cards a day’. In essence, the community
had erupted over a proposal to de-index benefits and under mounting pressure the government restored
full indexation of pensions by late-June of 1985.

74

debate. The coalescing of economic, electoral and demographic pressures provided the
perfect preconditions for reform to take place. The answer for reformers lay in
reconfiguring the actuarial basis upon which the principle of pension insurance is
philosophically grounded.

Aligning Benefits with Contributions: the Longer-term Financial Stabilisation of the
Australian, Canadian and Swedish Pension Systems

Longer-term concerns about the financial stability of the pay-go system and the CPP
proved to be the catalyst for the kind of reform in Sweden and Canada that had been
elusive in the 1980s. By comparison, the ACTU and welfare lobby groups were
facilitating the preconditions for the establishment of a new pension pillar in Australia
(Carney and Hanks 1994:87). The idea of compulsory superannuation (originally
recommended by the Hancock Committee in the 1970s) was about to come to fruition.

The election of a new government (a coalition of the four non-socialist parties) in
September 1991 brought with it a unique opportunity to build political consensus
around pension reform in Sweden (Sunden 1998:575-576). A number of emerging
problems with the pension system prompted the need for reform. The main factors
were:
•

long-term deficit – unfunded pension liabilities were expected to cripple the
system by 2030;

•

demographics – demographic transition would place more dependents on the
working age population over time;

•

future tax increases – payroll taxes, already at historically high rates, would have
to rise in the future to fund commitments;

•

economic impact – the system’s high tax rates adversely affected unemployment
and output; and

•

fairness – the system contained a weak link between contributions and benefits
with the formulas for determining benefits favouring higher-paid workers
(Normann and Mitchell 2000:3-4; see also Scherman 1999:7-10; Sunden
1998:573-574; Wallace-Green 2000:110-112).
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The new Health and Social Security Minister, Bo Konberg, was appointed to head up
‘The Working Group on Pensions’ (much to the anguish of the Finance Minister who
was effectively locked-out of the negotiation process). The Working Group was
provided with a strong mandate to address the challenges facing the existing system
(Konberg 2002:5; Palmer 2000:2). 30 Pay-go contributions had not covered pension
expenditures since 1982. Revenue shortfalls were being absorbed by general
government finances which, in turn, were being eroded by mounting budget deficits –
clearly an unsustainable situation (Anderson and Meyer 2003:42). Governments had
sought to rectify these problems through benefit cuts in the late-1980s and early-1990s,
but abandoned them in the wake of significant political fallout (Anderson 2001:1076).

The reform proposals pursued by the Working Group centred on the achievement of
four main goals: fair treatment of persons with different contribution histories;
transparent redistribution of pension resources; financial stability of pension buffer
funds; and finally, encouragement of the private pension system (Palmer 2000:2-3). The
first series of legislative changes were introduced into the Parliament in March 1994,
following an agreement between the four parties and the Social Democrats (Working
Party of Pensions 1998:3), with the last of the legislative changes gaining Parliamentary
assent in 2001. The government established an implementation group to assist in the
tremendous task of implementing the new changes. However, the delicate politics
surrounding the Swedish pension system stalled the reform process until June of 1998
upon when the first series of reforms were actually implemented.

Replacing the existing scheme that had basically remained unchanged since the 1960s,
the reforms introduced a number of different components into the national pension
scheme, namely: a reformed income related pension; a new pre-funded pension; and a
reformed guaranteed pension (MHSA 2000, No. 4; see also Chapter 3). The principles
of the new pension system were based on lifelong income (comprising earnings and
credits for child care, tertiary education sickness and unemployment) determined by a
16 per cent contribution to the pay-go system and a 2.5 per cent contribution to a prefunded pension system. Taken together, these contributions would be the basis of
30

The Working Group on Pensions consisted of representatives from each of the seven parliamentary
parties and a range of pension experts from academia and the NSIB.

76

determining future pension benefits of an individual (Working Party on Pensions
1998:4). Known as a Notionally Defined Contribution (NDC) system the reforms
removed other pension programs (such as, the disability component) that were thought
to be detracting from the actuarial soundness of the previous system, making it a
program solely for old age pension benefits (Palme 2003). The fear that some pensioner
groups would be disadvantaged by the changes also facilitated the inclusion of
transition rules for seniors born between 1938 and 1953. 31

The NDC system imposed stronger links between pension credits (or contributions) and
expected pension benefits (NSIB 2002c:14), as a means of directly addressing the
longer-term concerns about financial stability (Personal Correspondence with Anna
Westerberg 2001). In conjunction with the life long earnings principle, the removal of
other programs and some novel administrative mechanisms (such as, the automatic
balancing mechanism, benefit levels determined by a percentage of the capital contained
in the pension buffer funds, a life expectancy devisor and an indexation rate tied to
growth in average wages), these reforms secured the financial stability of the system for
decades to come (Interview with Per Akesson, NSIB, 2003; Working Party on Pensions
1998).

One of the untold aspects of the reform process was the removal of the vast majority of
pension expenditure from central government revenues and its placement in the domain
of actuarially balanced pension accounts. By so doing, the decisional aspects were
removed from pension administration and, in a sense, ‘tied politicians to a mast’ of an
administratively self-sustaining system (Brooks and Weaver 2003; Interview with
Magnus Sjostrom, MHSA, 2003). Despite the changes, pension expenditures still
remained subject to the central government’s social welfare budgetary ceiling – an issue
to which this thesis returns in Chapter 7. The finishing touches of pension reform were
implemented in 2003, ending nearly a decade of intense social reform in Sweden.

The threat of the CPP’s insolvency in Canada (during a period of sustained pension
fund deficit and mounting public debt) had similarly turned the attention of the newly
31

For example, those born before 1938 had their benefit levels calculated at the rate of 4/20ths under the
old pension rules and 16/20ths under the new rules. Whereas, those born between 1938 and 1953 had
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appointed Chretien Liberal government to old age pension reform. The significant
expansion of the CPP that occurred in the wake of the ‘Great Canadian Pension
Debates’ of the 1960s (Prince 1999:156) had placed the CPP in a financially precarious
position by the mid-1990s (OSFI 2000). This also offered Chretien a window of
opportunity to constrain spending on the OAS, GIS and SPA programs – sacred cows
within Canadian federal government policy (Prince 1997).

The establishment of the notorious ‘Social Security Review’, which among many
things, sought to abolish the OAS and GIS programs and replace them with a new
package of retirement benefits was, perhaps, the most significant attempt at addressing
rising pension costs. In his budget speech of 1995 the Treasurer, Paul Martin Jnr.,
officially recognised the problems surrounding the OAS and announced the
‘government’s intention to release a paper on the changes required to OAS and GIS to
ensure the programs remain affordable’ (Martin 1996:64). Reform of the SPA program
was considered unnecessary by both the Department of Finance and the Finance
Minister, as it was a small program which consumed few federal dollars.

Unlike Sweden, bureaucrats in the Canadian Department of Finance (who had been
warning the Liberals about the unsustainable nature of the program over the longerterm) played a crucial role in shaping the proposals offered by Martin. In the budget
speech of 1995 Martin announced the five principles within which reform should be
guided. The Human Resources Minister, Lloyd Axworthy, was appointed to oversee a
two year review process, with the view to establishing a new program by no later than
2001. 32

Daunted by the enormous task facing Axworthy, the government opted for a
consultative and conciliatory reform process. The minister recruited a team of experts
from the Department of Finance, the Human Resources Department and academia and
together they embarked on an ambitious program of public consultation that took them
to the four-corners of the country. As the review unfolded it became increasingly
19/20ths of their pension calculated according to the new rules while 1/20th is calculated in accordance
with the old rules (Swedish Government 2001:36).
32
The five principles consisted of: ‘undiminished protection for seniors who are less well off’; ‘a
continuation of full indexation of benefits’; ‘provision of OAS on the basis of the combined income of
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obvious that pension reform was going to be a politically difficult item to sell to the
broader electorate. The five principles outlined by Martin in 1995 constrained the
possible reform options and the extensive program of consultation had only served to
highlight the constituency’s fears surrounding the notion of federal pension reform.
Scared and confused the Human Resources Minister responded with inaction
(Greenspon and Wilson-Smith 1997:246; Interview with Keith Horner, DoF, 2002).

Frustrated with the lack of progress and clear policy proposals to flow from the review,
Martin relieved Axworthy of his review role taking charge of the review process
himself. With Martin at the helm the focus of reform shifted from the reallocation of
existing expenditure to making do with significantly less – a point which had been of
major contention throughout the entire review process (Greenspon and Wilson-Smith
1997:246). Under Martin, the government eventually issued the ‘Seniors’ Benefit’, a
scheme offering to recalculate pension benefits on a sliding scale (Martin 1996). The
proposal shifted the burden of pension financing to ‘better-off seniors’ and to ‘middle
class couples collecting two pensions’ (Greenspon and Wilson-Smith 1997:257-258).
Although, the proposal sought to increase benefits for less well off seniors and many of
the reforms were far less radical than had been initially proposed (Martin 1996), the
government failed to convince pensioner lobby groups that pension entitlements were
not under threat (Prince 1997:219-229).

By 1997 the Canadian economy had experienced a significant upswing and Canada’s
first significant attempt to control pension costs looked to be in jeopardy. The receipt of
a significant revenue windfall (through sustained expenditure restraint, rising levels of
productivity and economic growth) prompted Martin to scrap the proposal in an
eleventh hour decision. The Liberals opted, rather, for the easier option of reforming the
existing set of arrangements surrounding the OAS and GIS programs. The Report
outlining the provisions of the new Seniors’ Benefit was never publicly released nor
was it implemented (Martin 1997).

Several explanations have been offered for the decline of the Seniors’ Benefit. One
factor can be attributed to the resistance displayed by influential and noisy interest
spouses (as is currently the case under GIS)’;‘greater progressivity of benefits by family income level’;
and ‘control of program costs’ (Martin 1995:56-59).
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groups. The Council for Canadian Seniors, a left wing activist group, proved to be an
influential voice in criticising the proposed reforms through the effective use of the
media. Incensed by the misleading messages they were disseminating, the Department
of Finance apparently wrote a ‘strong letter rebutting them but the Minister never
published it’ (Interview with Keith Horner, DoF, 2002). Other strong voices of
discontent came from a collection of women’s and family groups who declared the
family incomes testing components of the program were discriminatory (due to the
denial of spousal payments if a couple’s collective income exceeded a threshold).

Technical faults within the design of the program were also an important factor. The
Seniors’ Benefit proposed a claw-back rate of 20 per cent (the rate insisted by the
Finance Minister), however, the existence of a claw-back rate provided very little
incentive to increase savings, therefore, creating and entrenching welfare dependency in
the longer-term. Finally, it also could be argued the Seniors’ Benefit was sidelined
because of a risk adverse Finance Minister with one eye on the Prime Ministership. In
the words of one senior government official:

Martin and his department worked out that the Seniors’ Benefit would only
amount to savings of around 10 per cent, a figure too painful for the government
and not worth making (Interview with David Maloney, PCO, 2002).

In short, the review proved to be an abject political failure and was indicative of the
difficulties of implementing substantial pension reform even when political will is
present. The review lasted two years (1995-1997), passed through the hands of two
senior government Ministers and was withdrawn at the eleventh hour when its political
costs became apparent. The review later became known within Federal circles as, “the
failed Seniors’ Benefit” (Interview with Canadian Government Official, 2002)

By the mid-1990s Canada’s Chief Government Actuary was starting to also raise
questions about the administration and long-term sustainability of both the CPP and the
QPP. Pressure from a greying population and the significant growth of the disability
component had slowly eaten away at CPP/QPP finances causing a series of deficits
during the early-1990s. In addition, the poor performance of the CPP Investment Fund
(though the purchase of low-return municipal bonds and other low or under-performing
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stock) had eaten significantly into the CPP and QPP’s financial capital. Concerns about
the plan’s solvency became a source of national contention (Prince 1997). Fearful of the
potential electoral backlash pension fund collapse might bring, the Liberals moved
quickly to implement a raft of reforms.

In contrast to the Seniors’ Benefit, the federal government gained the necessary
consensus for reform with relative ease. The promise of massive cash injections soothed
the concerns of the provinces, and legislation raising the CPP contribution rate to 9 per
cent was promptly drafted and then passed. The Liberals also established the Canada
Pension Plan Investment Board as a means of more effectively monitoring how the
funds contributions were invested (MacNaughton 2003). The Board was mandated to
invest in both government and private sector securities and provide a more adequate
system of ensuring returns on the fund’s investments.

Most government officials consulted for this thesis over the sustainability of the CPP
and QPP now consider them to be on a financially ‘stable footing’; however, the steady
growth of the disability component continues to haunt the guardians of the CPP and
QPP’s finances and remains a ‘grey area’ in the longer-term management of the funds
(Interview with Joe Shebib, TBS, 2002).

Compulsory Superannuation for Australia

In 1992, the Keating Labor government introduced compulsory superannuation for
workers – establishing, finally, a compulsory second pillar pension scheme in Australia.
Debate about the merits of compulsory superannuation had been a source of mainly
bureaucratic (see for instance, DPL 1983a, 1983b; DSS 1989) and academic debate
(IAER 1969; Landsbury and Ryan 1986; SWRC 1981) for many decades, but had failed
to capture the attention of legislators. Voluntary Superannuation had been in existence
since the 1960s and proven a successful tool in raising the retirement incomes of a small
percentage of ‘privileged’ private and public sector workers (Coates et al. 2004:3; RBA
1995:6-8). A point seized by the unions who had argued throughout the 1990s for the
program to be extended to all workers (Combet 2004).
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The onset of the 1990s brought fears about the future costs of the pension system within
government (EPAC 1988) and a break from Australia’s long affinity with means-tested
pensions and private sources of retirement income. The introduction of compulsory
superannuation (that is, the Superannuation Guarantee Charge (SGC)) was considered
highly desirable because of its potential to raise the income of retirees without
impacting on the public purse (DPL 1983a:7).

The introduction of the SGC, under the tax laws, required, for the first time, a
contribution from both employers and employees towards an individual’s retirement. It
represented the culmination of many years negotiation between the Labor government
and the trade union movement. The initial contribution rate was set at 4 per cent for
employers and a 3 per cent co-contribution for employees (RBA 1995:7-8). The
legislation required contributions to be paid into complying superannuation funds that
satisfied the federal government’s prudential and reporting standards. The legislation
also required the full portability of benefits and instituted a preservation age upon which
superannuation benefits could be taken (60 years). By 2003, employer contributions had
risen to 9 per cent and the preservation age to 65 years with the looming threat of the
baby boomers and the financial pressures this would place on government.

Throughout the 1990s (both Labor and Conservative) governments made numerous
alterations to the rules and regulations governing the management of superannuation
funds. The collapse of some superannuation funds had left many Australian retirees
with inadequate levels of private savings and, in some instances, penniless. In addition,
anecdotal evidence of mismanagement (either through misfortune or economic
mismanagement) by those who had taken early-retirement superannuation payments,
prompted a parliamentary investigation into the superannuation system.

In November 2001, a Senate Select Committee examined a long-running issue
concerning the early access to superannuation savings. It was emerging that early access
to superannuation benefits was a vital component in preventing the incidence of aged
poverty for those seniors with little or no superannuation but something which
contradicted the savings principles of superannuation (SSCSFS 2001). The Committee’s
recommendations to Parliament (January 2002) provide an insight into the problems
that had been plaguing superannuation since its establishment; the relative failure of
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superannuation to substantially raise the income levels of the aged and decrease the
incidence of financial hardship during retirement (see for instance, Recommendation 1
(SSCSFS 2002)).

By September 2003, a package of legislation (outlining the necessary regulatory
changes required to alleviate these problems) was tabled in Parliament and debated in
both Houses (Australian Parliamentary Debates, 17 September 2003). A new
parliamentary year (2004) saw the resumption and eventual conclusion to the debates
about superannuation. The amended legislation tightened early access to
superannuation, abolished lump-sum payments and introduced a raft of changes
governing the administration and investment of superannuation contributions.

To conclude this section, the last three decades have spelt a turbulent time for the
pension systems of each country. The period was characterised by attempts, under
mounting fiscal pressure, to control the cost of old age pension programs. It was an era
marked by considerable reform, with relative success for Swedish and Australian
reformers and mixed success for Canadian political elites in controlling the growth of
pensions. The focus of the reform process was on aligning contributions with benefits as
a means of relieving the burden placed on national budgets by pension expenditure,
particularly in the face of demographic transition.

Concluding Remarks
The history of the old age pension moves from humble beginnings in the early-1900s to
one of immense political and social importance by the onset of the Twenty First
Century. Throughout much of its history the focus of old age pension policy was on
reducing the incidence of abject poverty, as past economic and social contributions had
deemed the aged worthy recipients of social assistance. The adoption of a means-tested
system in Australia and Canada raised questions regarding eligibility and ‘moral
character’, and the adoption of a minimalist model in Sweden (which fell well short of
providing a comfortable way of life) mirrored this trajectory until the 1950s
(Heidenheimer et al. 1990:229).
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The growth of pension programs occurred in concert with the broader development of
the welfare state. As the aged grew in number, pensions became an entrenched aspect of
the political landscape. Political elites seized the electoral advantages in appealing to the
maintenance and incremental extension of pension benefits and indeed, many election
campaigns were fought, won and lost on the basis of old age pension policy. The result
was a steady growth in the public cost of pension systems and, over time, the emergence
of distinct and powerful interest groups interested in extending benefits.

By the end of the Twentieth Century Australia, Canada and Sweden all had in place
strong three-pillared pension systems that emphasise the different historical trajectories
of each system (a supplementary benefit for the deserving poor, a contributory system
for workers and regulations governing a private savings system). For instance in
Australia, the tradition of paying means-tested benefits (safety net), linked to average
industrial wages and financed from general revenues ‘so that no-one can identify their
own personal entitlement’ has been ‘one of the distinguishing features’ of the Australian
approach (Keating and Mitchell 2000:148). This trajectory will surely continue to
define Australian pension policy well into the future. By comparison, the ‘solidaristic’
approach of the Swedish model and the ‘universality’ of the Canadian model will also
surely continue to shape ideas about the nature of retirement income in each country
(Battle 1998; Olsen 1992:116; Slater 1997).

The thesis now turns to discuss the current structure of each retirement income system
in more detail. The following chapter provides a descriptive overview of each pension
pillar (with respect to the World Bank’s (1994) recommendations of a multi-pillared
system) explaining how each pillar relates to the broader aspects of a nation’s retirement
income policy.
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CHAPTER 3
STRUCTURE OF THE PENSION SYSTEMS IN AUSTRALIA,
CANADA AND SWEDEN

This chapter outlines the basic elements that define the current pension systems in
Australia, Canada and Sweden. Structured around the World Bank’s (1994) model of a
multi-pillared pension system, this chapter examines both the content of each pillar and the
linkages that facilitate coherence between old age pension programs. By clearly articulating
the individual characteristics of each pension pillar, it provides the systemic context crucial
in examining the roles of old age pension actors (the focus of Chapter 4). In doing so, it
demonstrates the programs which define each pension system and identifies the aspects of
each system that will impact upon the longer-term stability of old age pension programs
(research question 2).

The Australian Old age Pension System
The Australian pension system now more closely resembles the World Bank’s (1994) threepillared model than any other OECD nation (Khan 1998:7.2.1). The Australian system
consists of: a pay-go tax-financed first pillar; a fully-funded contributory (maturing) second
pillar (compulsory superannuation); and a smaller third pillar that supports a system of
private retirement savings and voluntary superannuation. It is important to note that
Australia, like many other OECD nations, remains a country with a dominant first pillar.
Official statistics estimate that approximately 64 per cent of retirement income is derived
from government benefits (ABS 1994; 2001).

First Pillar: The Age Pension

The Age Pension is an incomes-based, means-tested supplementary pension benefit offered
to those who satisfy age, income and asset criteria. The Age Pension is maintained as a
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‘safety net for all Australians’ funded from general government taxation (ACCI 2000).
Australian men qualify for the age pension at 65 years or over, while the qualification age
for women is dependent on the date of birth. The minimum age for women began
increasing in July 1995 (from 60 years) and will continue to increase until it reaches 65
years by 2014. 1 The full fortnightly benefit rate for the Age Pension currently stands at
$470.70 for a single and $786. 00 per couple (as at December 2004). These rates include
some minor supplements for those pensioners who can demonstrate ill-health (see
Centrelink web site December 2004) and are subject to quarterly increases at a rate of 25
per cent of Average Weekly Earnings (AWE). The ABS reported that 1.85 million people
in Australia received either a full or partial Age Pension in 2003 (ABS 2004), which
equated to approximately 80 per cent of the Age Pension population.

Payment of the Age Pension is determined by a series of asset and income testing criteria
(administered by the Commonwealth’s service delivery agency, Centrelink) which aims to
target those seniors considered most in need. However, the liberal application of targeting
regimes over time has helped remove the stigma attached to means-tested pensions in other
OECD countries, such as the UK and USA, and facilitated its acceptance as a program of
entitlement for Australian retirees (Khan 1998:7.2.2). The current targeting arrangements
can be characterised as: qualifying age (as previously outlined); residency criteria; asset
holdings; and income streams.

The criteria governing residency is based on status at the point of application. No minimum
period of residency (except for a 104 week waiting period for newly arrived applicants) is
required to gain the Age Pension, as applicants must hold either citizenship or permanent
residency when lodging their application (Centrelink 2003c).

A major aspect of the Australian system is the differential treatment it accords to home
owners and non-home owners. A pensioner’s principal residency is not deemed an asset
1

The qualifying ages are as follows: 1 July 1935 to 31 December 1936 – 60 years; 1 January 1937 to 30 June
1938 – 61 years; 1 July 1938 to 31 December 1939 – 61.5 years; 1 January 1940 to 30 June 1941 – 62 years; 1
July 1941 to 31 December 1942 – 62.5 years; 1 January 1943 to 30 June 1944 – 63 years; 1 July 1944 to 31
December 1945 – 63.5 years; 1 January 1946 to 30 June 1947 – 64 years; 1 July 1947 to 31 December 1948 –
64.5 years; and 1 January 1949 and later – 65 years (Centrelink 2003b).
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under the legislation governing pensions (Social Security Act 1991 and the Social Security
(Administration) Act 1999) and, as such, recipients with substantial home values are
eligible to claim a public pension. Assets and income assessed under the test include:
moneys earned, derived or received for an individual’s own use or benefit; superannuation
and roll-over funds; real estate (excluding principal home); businesses and farms; life
assurance policies; gifts in excess of $A10 000; loans to family trusts, family members,
organisations etc; motor vehicles, boats, caravans and etc; household contents and personal
items of saleable value; contributions to retirement villages; accommodation bonds; and the
value of allocated money streams (Centrelink 2003d). Since the inception of the Age
Pension in 1908, the principal residence has remained exempt from an asset test. So far,
governments have resisted the attempt to apply an asset test to the principal residence
(despite the existence of many cases where pensioners own million dollar properties, yet
still draw an Age Pension from the public purse).

The income earned by an individual has ramifications for the eligibility of the Age Pension.
That is, income refers to personal earnings, moneys or profits and includes moneys
obtained from overseas (Centrelink 2003d). For example, a single Australian can earn up to
$A120 per fortnight and still retain a full pension and less than $A1 266.50 per fortnight to
qualify for a partial pension (Centrelink 2003a). Recent changes to the income criteria have
‘broadened the scope of income’ but narrowed the totals in which people can claim the Age
Pension (Interview with Leonie Corver, FaCS, 2004). These changes principally concern
the addition of new ‘market-linked income streams’ and a reduction in the social security
assets test exemption from 100 per cent to 50 per cent (FaCS 2004:2).

Second Pillar: Compulsory Superannuation

Australia’s system of compulsory superannuation is a privately funded retirement savings
system intended to supplement, but not replace the Age Pension. The Commonwealth cites
nearly 500 000 registered superannuation funds and it is estimated that between 80 and 91
per cent of Australian employees hold superannuation savings (ABS 2001b, 2002b; APRA
2004; NCA 1996:Appendix D). Established a little over a decade ago (1993),
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superannuation built on existing occupational pension schemes offered to ‘white collared’
professionals, and is rapidly maturing as an important source of retirement income in
Australia. For those without adequate levels of superannuation, the Age Pension provides
additional payments and a social safety net. Respondents interviewed for this thesis argue
that as the superannuation system matures, it will provide significant alleviation on the Age
Pension system to provide retirement income.

Superannuation is compulsory (under Australian tax law) for all workers within set age and
income criteria. All employers of workers between the ages of 18 and 70 years who earn in
excess of $A450 in a calendar month, must make superannuation contributions on a
worker’s behalf. The current minimum contribution stands at 9 per cent of an employee’s
base-earnings (a contribution rate that has been in place since 1 July 2002), however,
employers, the self-employed and employees can elect to make additional contributions
above the contribution minimum. These additional contributions usually form part of a
person’s pre-tax salary in the form of salary sacrifice (Coonan 2002b:1) and for the
purposes of this discussion fall under third pillar pension provision.

The superannuation contributions of all full-time, part-time and casual employees are paid
either into a complying superannuation fund or a Retirement Savings Account (RSA). Each
fund and account is governed by its own rules but must also follow government regulation
to ensure ‘all superannuation is properly managed’ (www.ato.gov.au, 13/12/2004).
Superannuation contributions are invested in a broad range of assets such as ‘shares,
property, government bonds and cash deposits’ under the guidelines set down by the
Commonwealth government (www.ato.gov.au, 13/12/2004). Since 1 July 1995 small
amounts of superannuation have been protected from fees and charges, as fees and charges
may not exceed investment earnings.

A recent parliamentary investigation into the superannuation system resulted in substantive
legislative amendment to the way superannuation savings can be accessed by retirees.
Superannuation may no longer be accessed before the age of 55 years with additional
taxation concessions being offered to induce the delayed payment of benefits. Changes
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have also prevented individuals from taking lump sum superannuation payments upon
reaching the qualifying age. The amendments require retirees to draw down benefits in an
incremental manner as a means of protecting the integrity of their funds and providing a
future source of monthly retirement income.

Third Pillar: Private Saving System (including Voluntary Superannuation)

An additional voluntary private retirement savings system (otherwise known as Retirement
Savings Accounts (RSA)) is promoted by banks, credit unions, life insurance agencies and
authorised financial institutions. All RSAs are ‘capital guaranteed’, that is, contributions
and interest on an RSA are preserved and can only be reduced by fees and charges. From
the government’s perspective these schemes form a highly desirable form of retirement
savings. Generally a RSA provider (for example, a bank) will only pay benefits to a retiree
when an account holder has reached 55 years, and has retired, died or suffered severe
financial hardship (through such circumstances as disability) (www.ato.gov.au,
15/12/2004).

There exist considerable inter-linkages between the system of RSAs and superannuation.
Employers can adopt to open a RSA on behalf of employees with any contributions being
tax deductible up to certain limits spelt out under taxation legislation. Amendments (July
2003) to the tax system have also offered both employers and employees taxation
concessions for additional superannuation contributions (www.ato.gov.au, 15/12/2004).

The Australian Tax Office (ATO) and the Australian Prudential Regulation Authority
(APRA) jointly supervise superannuation funds and RSAs to the value of $A1.8 trillion
(www.apra.gov.au, 13/12/2004). The ATO taxes any lump sums earned from RSAs at
concessional rates (providing they are within certain limits), while pension or annuity
payments are taxed as normal income when a recipient files an annual tax return
(www.ato.gov.au, 15/12/2004).
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Additional Benefits Available to Old age Pensioners

The receipt of an Age Pension (on reaching the age of retirement) entitles seniors to a series
of supplementary benefits that fall outside those granted under the tax system. Under the
provisions of Social Security (Administration) Act 1999, those in receipt of an Age Pension
qualify for rent assistance, a pharmaceutical allowance, a telephone allowance, a remote
area allowance, a pensioner concession card and a Community Development Employment
Project participant supplement (Centrelink 2004). These benefits receive bipartisan support
within the Australian political context. To quote the federal opposition during the debates
concerning the second reading speech:

All Australian’s deserve the assurance, that if times are hard, they will never be
homeless or hungry; that as a civilised society, we are able to provide shelter, food,
clothing, health care… to all (Australian Parliamentary Debates, Anthony Albanese,
30 August 1999:9396).

Obtaining a central government pension also qualifies the recipient for benefits paid for by
other tiers of government. Each Australian state government offers concessions to pension
card holders such as, discounts on electricity accounts and subsidised public transport.
These benefits also include a range of pensioner concessions to entertainment venues and
leisure activities. It remains almost impossible to calculate the full cost of these additional
benefits on other levels of governments, as municipalities often do not account for the cost
of providing special concessions to pensioners. Arguably, the existence of these benefits
today can be attributed to historical reasons when old age pensioners were considered the
deserving poor and granting a concession to a pensioner was seen as an act of good will on
behalf of society (Graycar 1977:11-12; Dickey 1987).

The list of additional benefits granted to old age pensioners is far more exhaustive than
shown here and, as already stated, it is almost impossible to calculate the economic cost of
these benefits (see Thompson 1998 for a detailed discussion regarding the economic costs
of supporting retirees). The structure of these benefits, while demonstrating a level of
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goodwill by society and having many advantageous social welfare consequences, also
provides incentive mechanisms for the elderly to claim old age pension benefits. That is,
incentives for retirees to restructure their finances in order to qualify for these additional
benefits.

This is potentially problematic because some of these benefits can have a profound impact
on the level of public expenditure spent on assistance to the aged – particularly, where the
benefits are associated with demographically sensitive programs. For example, the
Pharmaceutical Benefits Scheme (PBS) is currently one of the fastest growing public
programs in Australia (20 per cent growth per annum). Under the enabling legislation,
those receiving an Age Pension also qualify for full PBS benefits. Given that aged
populations are growing, living longer and consume higher levels of pharmaceutical
products, the cost pressures will undoubtedly grow upon the Commonwealth account
(Australian Parliamentary Debates, Peter Costello, 29 November 2004:35; Interview with
Malcolm Pye, DoFA, 2002).

Reciprocal Social Welfare Arrangements

Australia holds welfare agreements with a number of reciprocal countries. Legislation
governing the Age Pension provides pension payments to those Australians who have taken
permanent residency overseas. In addition, Australia offers part-pension benefits to foreign
nationals of other Commonwealth countries that now reside in Australia.

The Canadian Old age Pension System
Canada has in place a three-pillared pension system. Canada offers a universal first pillar
(with some additional supplementary schemes), a federal-provincial contributory scheme
and a vibrant third pillar system of private savings. These pillars in combination grant
Canadian seniors some of the highest average retirement incomes in the world –
approximately between 55 and 60 per cent of pre-retirement income (Osberg 2001). The
high level of retirement income is in part a reflection of the dominance of second pillar
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pension schemes and the prevalence of Registered Retirement Savings Plans (RRSP)
amongst Canadian retirees. In 2002, nearly the entire Canadian working population was
estimated to have CPP/QPP credits and 40 per cent was predicted to have held RRSPs
(Superintendent of Pensions 2002).

First Pillar: Old Age Security (including the Guaranteed Income Supplement and the
Spouse and Survivor’s Allowance)

The Old Age Security (OAS) program is affectionately referred to as ‘one of the
cornerstones of Canada’s retirement income system’ (www.sdc.gc.ca, 15/12/2004) and the
‘sacred cow’ of federal government programs (Interview with Mike Joyce, TBS, 2003).
Benefits include the basic OAS pension, the Guaranteed Income Supplement (GIS) and the
Spouse and Survivor’s Allowance (SPA). The OAS program is a universal monthly benefit
available to more than 98 per cent of Canadian seniors, with only the wealthiest seniors
deprived benefits under the generous income cut-offs (Interview with David Rogers, TBS,
2003; www.sdc.gc.ca, 15/12/2004).

The universal nature of the program means the eligibility criteria governing OAS are more
open and inclusive than the Australian Age Pension. To qualify for an OAS pension a
person must be 65 years and over and must be a Canadian citizen or legal resident at the
point of application or if no longer living in Canada, must hold citizenship or legal
residence on the day preceding his or her departure from Canada (www.sdc.gc.ca,
15/12/2004).

The length an individual has lived in Canada (after reaching the age of 18 years) determines
the level of pension available. A period of 40 years residence is required under the OAS
and GIS programs to earn full pension benefits and a person who has lived at least 10 years
in Canada (after reaching 18 years) can receive a partial OAS at a rate of 1/40th of the full
pension for each year of residence in Canada.
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The GIS is a monthly benefit paid to Canadian residents in receipt of an OAS pension or
those who have inadequate retirement income. The amount of GIS pension depends on
marital status and income and recipients must reapply annually for the GIS benefit. The full
rate of GIS benefits (2005) equals $CAN533.99 per month for a single Canadian senior.
Moreover, a senior can earn up to an annual income of $CAN12 816 before GSI
supplements are withdrawn (HRDC 2002:8). The Spouse and Survivors Allowance (SPA)
also provide a monthly benefit to persons and couples that live on one partner’s pension or
whose spouse or common-law partner has died. SPA recognises the financial hardship
faced by many surviving persons and couples. It is also subject to limits and means-testing
arrangements. Both programs are subject to a qualifying age of 65 years for both men and
women with provisions under the Survivors’ Allowance for benefits to be taken as early as
60 years (DoF 2002).

Second Pillar: The Canada Pension Plan and Quebec Pension Plan

The Canada Pension Plan and the Quebec Pension Plan (CPP/QPP) are contributory,
earnings-related social insurance programs which have ensured Canadians a ‘measure of
protection’ against loss of income due to retirement, disability or death since the 1960s. The
CPP/QPP covers nearly all employed and self-employed persons, above the age of 18
years, that earn above a minimum level of income within a calendar year (a rate that has
been frozen at $CAN3 500) (HRDC 2002:16). The total rate of contribution equals 9.9 per
cent of an employee’s annual income, a rate that pension guardians argue financially
stabilises the funds (see Chapter 2).

The CPP/QPP are financed through contributions from employees, employers and the selfemployed (as well as interest gained on the Plan’s contributions) with employers and
employees paying half of the contribution. Any person who has made at least one
contribution is eligible to receive a monthly benefit (after the age of 60 years) which is
equal to 25 per cent of a individual’s average monthly pensionable earnings during the
person’s contributory period. The levels of CPP/QPP benefit are not affected by other
sources of retirement income (HRDC 2001a).
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Individuals who demonstrate disability (under the age of 65 years) and who are not in
receipt of a retirement income may claim disability benefits from the CPP/QPP’s funds.
Disability benefits consist of a flat-rate monthly payment equal to 75 per cent of a
CPP/QPP retirement pension. In addition, the CPP/QPP offers a Death benefit to widows
who can demonstrate common-law partnership with the deceased. A monthly benefit is
available to common-law partners who have died after reaching the age of 45 years.
Benefits are equal to 60 per cent of a CPP/QPP retirement income until the recipient has
reached the age of 65 years. Similar benefits are also available to those contributors who
have disabled children under CPP/QPP legislation. These benefits are a flat-rate amount
and cover up to two children (HRCD 2001a).

Third Pillar: Registered Retirement Savings Plans and Employer Pension Plans

The Canadian government actively encourages employees to make additional contributions
to their retirement incomes through Registered Retirement Savings Plans (RRSP). RRSPs
are important instruments in supplementing OAS and CPP/QPP pension benefits. These
savings plans attract preferential tax treatment by the Federal government, acting
effectively as a ‘tax shelter device to encourage savings for retirement’ (CUC 2004). That
is, contributions are tax deductible and investment income is not taxed when it is earned
(tax is paid only when benefits are taken; see Chapter 6).

Employer Pension Plans (EPP) form the main component of the private savings system in
Canada. According to official estimates approximately 40 per cent of the workforce are
covered by EPPs registered with Canada Revenue Agency (CRA) (Superintendent of
Pensions 2002). Most large Canadian employers offer EPPs as a form of employee
inducement. EPPs are usually offered on an industry-wide basis or in conjunction with
trade union groups and some are even integrated into the CPP and QPP structures. EPPs
can either take the form of defined benefit or defined contribution plans and can be both
mandatory and optional aspects of employment (www.sdc.gov.ca, 16/12/2004).
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Additional Benefits Available to Old Age Pensioners

As outlined under the Australian discussion, recipients of Canadian pensions (that is, OAS
and CPP/QPP benefits) receive subsidised health care, various housing supplements, public
transport, heating concessions, entertainment discounts and numerous other concessions.
The rates of these benefits are determined by social security and welfare legislation at both
the federal and provincial levels. Hence, these concessions are also funded from federal and
provincial government coffers.

Reciprocal Social Welfare Arrangements
Canada shares reciprocal social security agreements with many other countries. 2
Legislation governing the OAS permits people that live or have lived in other countries to
still receive OAS benefits. Once eligibility for the pension has been established, the
payment of benefits is equal to 1/40th of a full OAS pension for each year spent residing in
Canada (residents with little or no other income may still receive the GIS for a period of up
to six months (HRDC 2001b:37-38)). In addition, residents from other countries, that have
contributed to the Canadian tax system and paid CPP/QPP benefits, are eligible to receive
partial OAS, CPP/QPP benefits. Agreements vary between each country, both in terms of
the qualifying rules they employ and the level of pension benefits they offer to foreign
nationals (SDC 2003).

The Swedish Old age Pension System
Sweden has a strong multi-pillared system which offers pensioners, on average, between 60
and 70 per cent of their pre-retirement income. The National Social Insurance Board
(NSIB) reports that 1.62 million people claim an old age pension in Sweden at an average
rate of SEK6 563 (for women) and SEK10 822 (for men) per month (NSIB 2003d:121). 3 In

2

See SDC (2003) for a complete list of the countries that hold reciprocal agreements with Canada and the
annual aggregate cost to government.
3
These figures include all three types of pension (the supplementary, pay-go and the premium pension) for
those aged 65 years and over. Figures relate to data collected in December 2002.
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Sweden, the first and second pillars are combined, whilst its third pillar is one of the largest
and most well developed amongst OECD nations. The Swedish public pension system
takes into account the different phases of life people experience (through education,
acquiring a profession, working, having children and then retirement). Pension rights are no
longer solely earned by working, but also earned whilst studying, undertaking national
service or parenting young children. The Swedish pension system is arguably one of the
most generous welfare regimes in the world because the size of an individual’s pension is
reflected in the whole life of a person (Forsakringskassan 2002:3). The generosity is also
reflected in the level of GDP the Swedish commit to pension programs – 9 per cent in 2000
(Natali 2004).

First Pillar: Supplementary Pension

Supplementary pension benefits in Sweden are available to those seniors whose lifetime
earnings have been low, or those that have no earnings at all. It ‘guarantees’ seniors a
certain income when they retire and insulates them against poverty in old age. But the
structure of the Swedish pension diverges from Australia and Canada, as Swedish
supplementary benefits are transferred to the pension accounts of individuals under the paygo pension scheme.

The amount an individual receives in supplementary benefits is dependent upon marital
status, the level of contributions made to the pay-go and the premium pension and the
changes in ‘prices’ over time (Forsakringskassan 2003:5). The qualifying age for full
pension benefits is 65 years, upon when both men and women can claim each month up to
SEK5 824 per couple or SEK3 120 per single (NSIB 2002a:44). For those drawing a
pension before the age of 65, benefits are calculated according to a preliminary annuity
divisor which is then recalculated when the beneficiary reaches retirement age. The level of
supplementary pension is also affected by residency rules (including time spent within
other EU countries). If an individual does not have “40 residence years” the level of
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supplementary pension will be lower for each year spent living outside Sweden
(Forsakringskassan 2003:5). 4

Second Pillar: the Pay-go and Premium Pension

A particular feature of the second pillar pension is that it is both a pay-go system (that is,
each generation pay for the cohort which proceeds it) as well as a fully-funded pension
system. Sweden has the highest contribution level of the three countries. Combined
contributions stand at 18.5 per cent (16 per cent contribution made to the pay-go system
and a 2.5 per cent contribution to the pre-funded premium system) of an individual’s annual
income which is otherwise referred to as a Notional Defined Contribution (NDC) Pension
system.

The burden of contribution is shared between employers and employees who each
contribute 9.25 per cent for a combined contribution rate of 18.5 per cent – the highest of
the three countries (Natali 2004). The central government also pays pension contributions
to persons in receipt of social welfare or unemployment benefits which equate to 10.21 per
cent of the benefits received.

All contributions paid in by, or on behalf of, an individual are recorded in a “bankbook”
(with every insured person receiving an annual bank statement) and are referred to as
pension credits or rights. When an individual retires the “bankbook” is closed and
individual savings are paid back by the pension system as a ‘lifetime monthly pension’
(NSIB 2002a:31). Based on the notion of one Krona contributed, one Krona of pension
credit earned, pension savings are untouchable during the savings phase and before the age
of 61 years (NSIB 2003a:29).

Pay-go contributions (along with interest on pension investments and inheritance gains) are
paid into five buffer funds: the First; Second; Third, Fourth and Sixth National Pension

4

There is also provision to grant disadvantaged groups, such as refugees, exemptions to these rules on
compassionate grounds.
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Fund. The first four buffer funds each finance one fourth of the pension payments (with the
Sixth receiving no contributions). The four buffer funds together absorb the ‘interperiod
discrepancies’ that exist in pay-go systems and aim to stabilise pension levels in relation to
economic and demographic fluctuations (NSIB 2002a:59). However, for the sake of
administrative ease the pension buffer funds are regularly considered to fall under the one
pension fund.

The Premium Pension is a fully-funded pension system covering approximately 5.2 million
account holders. The role of the premium pension is to provide Swedish retirees with a
higher yield income stream that increases the overall retirement income of the Swedish
people. Premium pension benefits are derived from a compulsory contribution rate of 2.5
per cent with the total accumulated assets valued over SEK20 billion in 2004 (PPA 2001,
2003). Premium pension account holders can specify to invest their retirement income
savings in up to five different funds out of the 453 private pension funds available. The
insured can elect to change where the funds are invested (on a per monthly basis) without
incurring any penalties (PPA 1999). For those who decline or fail to nominate a privately
managed pension fund, their premium pension contributions are transferred to the Seventh
National Pension Fund – a central government fund that falls under the premium pension
system (Sunden 2004:1).

Third Pillar: Private Savings System

The private savings system in Sweden is dominated by a healthy system of occupationally
based pension plans and private insurance. Approximately 90 per cent of Swedish workers
are estimated to be covered by one of these plans which are structured around historical
agreements between employers and the sectoral trade union confederations (EIRO 2004;
Natali 2004). Governments have traditionally supported the growth of these plans through a
series of taxation rebates offered to industrial sectors and individuals that elect private
forms of savings (Klevkarken 2002; see also Chapter 6).
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Additional Benefits Available to Old Age Pensioners

In similar circumstances to Australia and Canada, numerous additional benefits are
available to Swedish seniors who either claim pension benefits or have reached the age of
65 years. However, the benefits offered and their generosity is far more extensive than
Australia and Canada. These benefits range from well established and costly central
government programs (such as, housing supplements estimated to cost in excess of SEK10
500 million per year) through to smaller municipal supplements and concessions (for
example, some municipalities offer additional housing and accommodation supplements as
well as heating, health care and public transport discounts) (Swedish Government 2002).
Taken together, the existence of these benefits provide considerable incentive for an
individual to structure one’s financial arrangements to receive age related concessions and
benefits. Once again, it is almost impossible to calculate the aggregate value of these
additional benefits.

Reciprocal Social Welfare Arrangements

Sweden, like Australia and Canada, holds a number of reciprocal welfare agreements with
other countries. All members of the EU have reciprocal welfare and pension agreements, as
does Sweden with other nations of the world, however, member countries have yet to agree
to a common European pension model. Since 2002 there has been a push within the EU to
further harmonise pension arrangements across countries (see for example, ESIPA 2002),
but progress on these matters has stalled amidst negotiation about the relationship between
pension financing and accumulated pension rights.

Concluding Remarks
This chapter has empirically outlined the major components which define the old age
pension systems in Australia, Canada and Sweden. It has demonstrated the existence of
multi-pillared systems which rely heavily on strong and well developed first and second
pillar schemes to provide the bulk of retirement income savings. In addition, the chapter
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highlighted the relatively small (in comparison to other pillars) but important role played by
third pillar pension systems in each of the three countries. It also outlined the concessional
arrangements that sit alongside pension systems which induce people to take up pension
benefits and allow foreign nationals to claim pension benefits. Thus, each pension system
demonstrates two common characteristics: a bias toward public provision; and the existence
of numerous incentives which assist in driving up the cost of old age pension systems.

The thesis now turns away from an analysis of pension systems to consider the roles played
by the various political actors within the old age pension policy domain. Drawing on the
guardian-spender model (Heclo and Widavsky 1974; Widavsky 1964), Chapter 4 provides
a systematic exploration of the politics between pension actors – testing the degree to which
these actors assess the financial stability of public pension provision over the longer-term.
In addition, the chapter tests the explanatory power of the guardian-spender framework
with regard to old age pension politics.
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CHAPTER 4

THE ACTORS THAT INFLUENCE OLD AGE PENSION FINANCING

This chapter examines the various actors that influence old age pension policy using the
analytical framework of the ‘guardian-spender’ model (Heclo and Wildavsky 1974;
Wildavsky 1964), as discussed in Chapter 1. Through an examination of the actors which
dominate old age pension policy domains, this chapter develops the notion that the
exchange of information between budget and pension-policy actors is crucial to sound
budget outcomes both in the short and longer-terms. In doing so, it argues that vast
quantities of information about long-term government revenue, government expenditure
and social demographic pressures are produced by a diverse range of actors across all three
countries, at both the core and the periphery of government. Yet, in all three countries
studied, the nature, structure and design of pension systems inhibit the exchange and use of
information between actors. The lack of information exchange prevents governments – not
from fully realising the longer-term state of pension financing – but from doing anything
meaningful about it with any degree of institutional consistency.

The contents of this chapter directly address the main elements of the two research
questions driving this thesis. It explores how the various actors anticipate, conceptualise
and analyse long-term budget problems (research question 1), while also exploring the
extent to which actors consider the longer-term impact of population ageing on the stability
of pensions (research question 2). The unfolding discussion develops a number of themes
that are applied throughout Part II of the thesis – in particular, Chapters 6, 7 and 8.

The Cast of Characters
Three groups of actors and institutions can be identified that dominate old age pension
policy domain. The first identifiable group consists of actors and institutions that focus on
expenditure control and financial austerity – the guardians of public finances. Treasurers,
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Financial Ministers and their supporting ministries typically sit at the centre of this group
and hold considerable power over the decision-making processes governing pension
finances (Heclo and Wildavsky 1974; Wildavsky 1964). This group also includes actors, at
the periphery of power and decision-making, which display an interest in financial
accountability and expenditure mismanagement, but hold some degree of political
independence from government (Funnell 1994; Funnell and Cooper 1998; Uhr 1998).

The second group consists of actors within social or spending portfolios that generally
behave as budget claimants and advocates of financial expansion (Heclo and Wildavsky
1974; Wildavsky 1964). Social welfare and pension authorities usually occupy centre stage
within this second group due to their role as spending (or line) agencies with service
delivery responsibilities. This group also includes agencies that sit at the periphery of
government and often advocate the expansion of old age pensions (such as, independent
and quasi-governmental lobby groups and private sector bodies).

The third group consists of those actors and institutions that, over time, display both
guardian and spender tendencies. This final group is unique because it contains actors with
the dual responsibilities of financial guardianship and service delivery. Prime Ministers,
parliamentary leaders and independent pension authorities, in particular, play a crucial role
within pension systems to this effect.

Before the discussion turns to consider the various actors outlined above, it is important to
briefly mention a point of methodology. This chapter employs a combination of empirical
institutional actor-based research techniques and historical-comparison to measure the
activity and perception of an actor’s role and that of others. These techniques not only assist
in determining the levels of ‘activity’ 1 and interest the various actors display towards
pension financing (highlighting the disparity between assumed and actual responsibility of
pension actors), they also assist in determining whether this activity is a temporary
aberration or an ongoing aspect of each system. The main source of evidence for this
1

The term ‘activity’ is derived from Schattschneider’s (1963) classification of pressure group activity as the:
‘overt exertion of influence by individuals and groups having an economic stake in the matter by which they
seek to mould’ (1963:106).
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chapter was derived from thirty-nine interviews of key actors from each country, as well as
the self-authored accounts of actors (that is, annual reports, position papers and media
statements/coverage). In addition, interview data has been utilised to justify the
categorisation of different agencies into either guardians or spenders and core or periphery.
In its essence, this chapter has been structured around the perceptions of where the agencies
themselves believe they fit within old age pension policy landscapes.

Guardians of the Public Purse
Finance Ministries and Central Budget Agencies: the Core Guardians

The level of influence exerted by finance ministers with regard to pension financing
changes over time (both within and between governments) and between jurisdictions. Just
as with any other function of government, pensions are not always at the forefront of a
finance minister’s political agenda, although their ministries and portfolios will maintain
complex ongoing monitoring systems of pension costs. The interest displayed by a finance
minister can be influenced by a multiplicity of factors (such as those outlined in Chapter 5),
however, the institutional environment governing public finances has the most profound
effect on how the politics of pension guardianship is played out.

Through Central Budget Agencies (CBA), finance ministers achieve guardianship over
public finances by the performance of three basic functions: the maintenance of ‘aggregate
fiscal discipline’, the allocation of resources in ‘accordance with government priorities’;
and the promotion of ‘efficient delivery of services’ (OECD 1997b:10; Pradhan and
Campos 1996; see also Chapter 1). The following analysis considers the activities of core
guardian agencies through the prism of these three functions as a means of determining the
influence of finance ministries across each country. Finance Ministries and CBAs generally
hold policy responsibility for first pillar pension schemes, but can oversee second and third
pillars through the taxation and regulatory system.
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In Australia, the influence of financial/economic ministers is bifurcated under a system of
dual financial ministries – the Department of the Treasury (Treasury) and the Department
of Finance and Administration (DoFA) – which share responsibility for different aspects of
managing government’s finances (Wanna and Bartos 2003). In Canada, despite also having
dual financial ministries, the role played by both Canadian CBAs is sufficiently different
from the Australian setting. The emergence of a strong finance minister during the 1990s
placed the Canadian Department of Finance (DoF) at the forefront of decision-making.
Over the past five decades, the DoF has incrementally wrestled financial responsibility
from the Treasury Board Secretariat (TBS) and challenged the long-held power sharing
arrangement between the two ministries (Kelly and Lindquist 2003; Savoie 1999). By
comparison, the strong position held by the Swedish Social Minister (during the Swedish
pension reforms of the 1990s) has effectively locked the Finance Minister out of pension
policy over the medium-term. It has displaced the finance portfolio as the political and
administrative minder of the pension system; the inverse of what traditional budget theory
suggests.

Australia’s Guardians

Prior to the mid-1970s Treasurers and their departments were the sole guardians of
Commonwealth finances in Australia. Established in 1901, the Department of the Treasury
was one of the five original departments of the Commonwealth. Initially staffed with
‘book-keepers’, the early functions of the Treasury focused on ensuring the maintenance of
due process and in performing the exchequer function (Weller and Cutt 1976; Whitwell
1986). Over time, the functions of the Treasury Department broadened to include public
service pay and conditions, banking, income, land and corporate taxation, pensions and
other welfare payments, postage stamps and the collection of ‘official statistics’ as the
nature of government became more complex (www.treasury.gov.au, 10/03/2005). Today,
the Treasury focuses on performing macro and microeconomic functions, taxation policy
and economic regulation (Wanna 2002:100-102).
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The split of the Treasury in 1976, by the Whitlam government, created a second influential
financial ministry – the Department of Finance. The Finance Department gradually became
an important source of additional financial and economic advice to government. Over time
DoFA assumed many of the functions originally performed by the Treasury, in particular
the management of internal government finances and budget preparation (Wanna and
Bartos 2003; Wanna et al. 1996).

The split between the economic management/regulation functions and the budget/internal
administration functions facilitated institutional specialisation within government. It
enabled Treasury to openly promote the liberalisation of the Australian economy through
macro economic reform, while enabling Finance to pursue reforms in the previously undervalued areas of public expenditure management (Wanna et al. 1996; 2000). It also changed
the decision-making processes within government. Major financial changes or proposals
require the consent of both ministers (as well as the PM) to gain Cabinet approval.
Interview data collected for this thesis indicates that the approval of both ministers must be
sought before changes to the pension system (which have cost related consequences) are
taken as cabinet decisions, even though the Treasury holds most of the formal responsibility
for the pension system and old age pension policy.

The Treasury and the Australian Pension System

The current structure of the Treasury and its focus on micro and macroeconomic policymaking is reflected in its approach to old age pension policy. The Treasury cites its core
functions as facilitating: ‘effective government spending and taxation arrangements’
(including advice on budget policy issues, revenue trends and fiscal and financial
aggregates, tax policy, retirement income and major expenditure programs, and fiscal
federal arrangements); a ‘sound macroeconomic environment’ (including the monitoring of
domestic and international economic conditions, and monetary, fiscal and labour market
policies); and ‘well functioning markets’ (including the promotion of a secure financial
system, competition, consumer protection and foreign investment) (www.treasury.gov.au,
0/03/2005). In short, the Treasury displays an ‘outward’ focus on the economic impact of
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government and related policy issues. Together with the relevant social welfare department
(which holds responsibility for service delivery), the Treasury has responsibility for the
Age Pension (first pillar), superannuation policy (second pillar) and private savings (third
pillar) both as a central agency and as the guardian of the taxation/revenue system and
regulatory monitoring.

The Treasury anticipates, conceptualises and analyses the longer-term budgetary
implications of first and second pillar pensions through the advice given by two units – the
Tax Policy Group (TPG) and the Retirement Income Modelling Group (RIM) – that sit
within the department’s Revenue and Fiscal groups respectively. TPG and RIM combined
provide a bureaucratic monitoring mechanism which assists the Treasurer to monitor all
aspects of the Australian income retirement system and to ensure that the guardianship
function over pensions is properly exercised.

The activities of the TPG include the production of information sheets on superannuation,
the provision of advice to government during parliamentary investigations (including
submissions to inquiries) and the production of issue and background papers on all aspects
of superannuation policy. In contrast, RIM provides costings for retirement and personal
incomes, ‘distributional and hypothetical analysis’, ‘projections’ (including demographic
projections), ‘briefings’ to government, revenue estimation and ‘tax expenditure
calculations’ and complicated microsimulation through a modified version of the
STINMOD model 2 (www.rim.treasury.gov.au, 10/03/2005). These two units are not only
instrumental in performing the complex economic modelling necessary for monitoring
demographically sensitive programs, they are also heavily involved in the production of
research and working papers outlining issues of methodological contention and policy
significance (Bacon 1999, 2000; Brown 1995; Rothman 2003; Rothman and Bingham
2004; Treasury 2002b, 2002c, 2004b, 2005).

2

Originally developed by the National Centre for Social and Economic Modelling at the University of
Canberra (Australia) in 1993 the STINMOD model provides a ‘bottom-up’ approach to ‘modelling real life
events’ by simulating the actions of the individual units over time and under complex circumstances
(www.natsem.canberra.edu.au, 11/03/2005).
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Interview data reveals that both units have been instrumental in driving the government’s
agenda on the financial implications of an ageing population. Most notably, these advice
units have played an instrumental role in assembling the demographic and
expenditure/revenue data used to evidence the Treasurer’s Intergenerational Report
(2002b) – one of the ‘most substantial’ policy/research reports assessing longer-term
budget pressures ever released by a Commonwealth government (Interview with Judy
Spense, Treasury, 2002). As one official explained during an interview:

…we took a holistic approach to the report, not only did we look at ageing, but also
other growth factors within the economy… Based on our own calculations and
projections we attempted to highlight the future drivers, from a demographic and
labour force perspective, that will affect Australian society in the future… Although
we were not able to look at everything, I think the report was an important first step
in assessing the pressures of the future (Interview with Treasury Official, 2002).

This evidence is in contrast to the perception commonly portrayed in the literature about the
length of focus displayed by traditional guardian agencies (Thain and Wright 1995;
Wildavsky 1964). Historically, the Australian Treasury has operated within a prism of the
current budget year with considerations gradually extending to the following or coming
years. Evidence gathered during the interview process, suggests the activity (and expertise)
of RIM and the TPG provide the Treasurer with significant ‘capacity to assess longer-term
impacts to budget’. Their research and advisory capacity ‘stretches beyond’ that of the
forward planning required under the Commonwealth government’s Medium-term
Expenditure Framework (Interview with Phil Gallagher, Treasury, 2002) and anticipates
well into the future.

The Department of Finance and Administration and the Australian Pension System
The Department of Finance and Administration (DoFA) plays an important role at the
centre of government. DoFA is ‘responsible for managing the forward estimates’, has the
‘full authority’ to decide on any adjustments requested by the agency and holds the
institutional capacity to assess how new policy impacts upon the ‘on-going activities’ of
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government (Schiavo-Campo and Tommasi 1999:3b). These responsibilities also focus on
the preparation of the Commonwealth Budget, whole-of-government reporting, the
provision of whole-of-government frameworks and strategies and government business
management (www.finance.gov.au, 11/03/2005). As such, DoFA is formally responsible
for ensuring service delivery agencies accurately estimate the annual cost of first pillar
pension programs and maintain efficient administrative practices. DoFA holds no formal
policy responsibility for second and third pillar pensions unless they impact on the annual
expenditure budget process.

Since its establishment DoFA has tended to focus on the examination of departmental
running costs associated with service delivery and not on the total costs of policy execution
(Interview with Steve Bartos, Former DoFA Official, 2002; Shead 2000; Wanna et al.
2000). DoFA’s role has been limited with respect to the broader pension system (ie. second
and third pillar) outside its responsibilities for managing the superannuation of
Commonwealth employees. Instead the department has displayed an ‘inward’ focus on the
operations and administration of the agencies which deliver first pillar pension benefits. As
one departmental official commented during an interview: ‘our role does not involve the
scrutinisation of statutory programs and personal benefits that is the responsibility of the
Treasury’, rather the ‘focus within DoFA is on the cost of program administration and in
ensuring agencies meet their outputs and outcomes’ (Interview with Malcolm Pye, DoFA,
2002).

However, with the establishment of the Long-term Budget Policy Unit (LTBPU) in 1999,
DoFA began to develop more analytical capacity in this and other areas of long-term
budgetary pressure. To ensure the ‘urgent doesn’t overtake the important’ then director of
the Budget Group, Stephen Bartos, persuaded Finance Minister, John Fahey, of the merits
in establishing a group dedicated to longer-term budgetary thinking. The idea of a longterm budget unit had been a recommendation of the National Commission of Audit (NCA)
1996 and a consequence of the Charter of Budget Honesty Act 1998, which required the
government to report on intergenerational matters.
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The establishment of the LTBPU was influenced by two additional factors. One factor
concerned the operational changes that occurred within the department at that time – in
particular, the introduction of whole-of-government accrual-based, outcomes focused
budget framework (DoFA 1998-1999:20-22). The second factor can be attributed to the
realisation by former Finance Minister, John Fahey, and the department that long-term
issues were being consistently overlooked or ignored, as most analytical work completed
concentrated solely on the short or medium-term. Today Australia remains the only country
with such specific institutional capacity within its dedicated CBA. 3 In the words of one
former official:

With at least two budget processes running at any point in time the attention and
resources of the department were focused on meeting short-term budgetary and
policy objectives… With the prospect of an ageing population, we convinced
Fahey, that the department was not adequately equipped to look into long-term
budget pressures and to establish a policy advice unit that would enable us to look
beyond the medium-term framework (Interview with Stephen Bartos, Former DoFA
Official, 2002).

The LTBPU unit was originally staffed with economists and one demographer and operated
under a budget of approximately $A900 000 per year (or the equivalent of 3 per cent of the
Budget Group’s resources). The number of staff attached to the LTBPU varied over time,
but averaged a core staff of six to ten. Anywhere up to an additional five staff, holding
specific skills, have been brought in from other areas of the department to assist the unit in
its work.
3

Since the establishment of the LTBPU its work has centred on several recurring themes: long-term health
costs and their associated effect on the budget; Australia’s future investment in human capital; future levels of
expenditure on public infrastructure (that is, the sort of public expenditure required by future generations);
and the future impact of information technology on the economy. The initial reaction to the LTBPU was
‘quite positive’ according to the former director of Budget Group, Stephen Bartos (Interview with Stephen
Bartos, Former DoFA Official, 2002). Despite the value of the LTBPU’s work, it has faced considerable
pressure since 2001 especially from other divisions within the department. A difficult budget in 2002-2003
bled resources away from the LTBPU, as DoFA sought to respond to the immediate concerns of the
government (that is, expenditure for Australia’s defence commitments both in East Timor and in the Middle
East and the election commitments of 2001 federal election, while also attempting to deliver a fiscal surplus
and not raise taxes). Since the budget of 2002-2003 the DoFA has remobilised resources to facilitate a greater
concentration on short-term budgetary and fiscal commitments.
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The operations of the LTBPU are determined by an annual work program, which is
developed within the unit and then submitted to the Finance Minister for feedback and
subsequent approval. Through its advice and monitoring LTBPU assists the department to
achieve its primary outcome of ‘sustainable government finances’ (DoFA 2003-2004:2644). Despite its seemingly important work, the effectiveness of the unit has been
constrained by internal institutional factors. Since its establishment, the scope of LTBPU
has remained confined to the investigation of long-term spending or analysis of the longterm expenditure budget and, thus, it has only investigated one side of the policy equation.
Revenue measures remained the domain of the Treasury and a foray into such issues would
have appeared to be an institutional grab for power.

Interview data revealed that, despite the production of some ‘valuable work’, the LTBPU
searched for a raison d’etre within a department that has a strong operational focus. It also
reveals that although DoFA has limited formal responsibility for first, second and third
pillar policy, the LTBPU (in conjunction with the Social and Treasury advice units) provide
the DoFA with substantial capacity to anticipate, comment and advise the Finance Minister
on pension policy, and to offer ‘coordination comments’ on Cabinet submissions.

Guardians, Budgeting and the Pension System

Both the Treasurer and the Finance Minister hold joint responsibility for drafting the
appropriation bills that request Commonwealth funds from the legislature, but neither
minister oversees a process of budgeting for pensions in Australia. 4 The ‘pension’ roles of
Treasury and the DoFA have together been confined to: monitoring the fiscal parameters of
the economy; ensuring there are adequate resources for Centrelink to distribute first pillar
benefits to welfare recipients; ensuring new spending proposals do not conflict with
statutory funding requirements; and ensuring accounting procedures are adequately
4

More recently, the introduction of a Minister for Revenue with a mandate to oversee the operation of the
superannuation system has added a third tier to the framework of ministerial responsibility. In conjunction
with the Commonwealth Treasury, the Revenue Minister has been instrumental in overseeing many of the
recent changes to the superannuation system – especially with regard to the protection of superannuation
savings.
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followed by administrative agencies (Interview with Stephen Bartos, Former DoFA
Official, 2001). As a consequence, no annual political decision-making process occurs with
respect to the financial stability of first pillar pensions. That is, the number of first pillar
pension recipients are merely aggregated and incorporated into the expenditure totals, no
analysis or scrutiny of the total cost occurs on a regular or ongoing basis.

The absence of an annual decision-making process has profound ramifications for the way
in which longer-term issues are conceptualised and assessed by CBAs. There is no
designated process for the information generated about first, second and third pillar
schemes to be assessed. The information of RIM, TPG and LTBPU tends to lay ‘idle’
within the departments waiting for ad hoc political intervention. Arguably, the lack of
formalised budget procedure to debate the annual expenditure levels of pension programs
has inhibited the implementation of changes to the pension system and facilitated an ad hoc
approach to decision-making.

Amendments to pension policy that have financial consequences (in particular, changes to
first pillar benefits and second and third pillar concessions) must gain the approval of the
two guardian ministers plus the PM. Hence, exercising the guardianship function within
Australia requires not only the consent of the guardian ministers, but also significant
‘political will’ to initiate a review of pension policy that falls outside the annual budget
process. The discharge of such guardianship is further complicated when core Australian
guardians are also forced to navigate a largely hostile Senate where governments (until very
recently) have usually held a minority of the seats.

Evidence of the inherent difficulty facing Australian guardians in the discharge of their
duties can be derived from the fact pension spending has only been restrained on two
occasions in Australia’s history. Spending restraint occurred once during the 1930s (when
pensions were cut) and on another occasion during World War II when strict economy
measures were employed across all aspects of government and Australian society. 5

5

See for example, the Annual Reports of the Auditor-General between 1927 and 1930 for a more detailed
discussion of how and why pension restraint was implemented.
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Canada’s Guardians

The responsibility for managing Canadian government resources rests with the Treasury
Board of Ministers – a specific standing committee of the Cabinet. 6 The influence of the
Treasury Board in financial matters is derived from statutory powers granted in 1896 to the
newly established Canadian federal government under the British North America Act.
Although not usually the President of the Treasury Board, the Minister of Finance has
traditionally played a strong guardianship role over the nation’s finances and, as such, has
been situated at the centre of the Board’s decision-making processes (Kelly and Lindquist
2003). The Finance Minister holds both the responsibility for the presentation of the budget
and the introduction of appropriation bills into the House of Commons, as well as often
unfettered power over micro and macroeconomic policy-making (such as, the design of tax
policy, financial and economic regulation and tariffs). To quote the department’s Deputy
Minister, Ian Bennett:

We help manage the nation’s bank account and we provide advice to the
Government with the goal of creating a healthy economy for all Canadians
(www.fin.gc.ca, 14/03/2005).

The responsibilities of the Finance Minister and the Department of Finance (DoF) are
extended to pensions, as funding for all three pillars ‘falls squarely’ within the Finance
portfolio (Interview with Real Bouchard, DoF, 2003). The Finance Minister oversees all the
important functions of the Canadian pension system such as, the determination of first pillar
benefits, the administration of taxation allowances, the collection of second pillar
contributions and setting the parameters of first, second and third pillar pension policy
(Interview with Pete de Vries, DoF, 2003).

6

In 2004, the Treasury Board of Ministers comprised the following members: President of the Treasury
Board; Minister of Finance; President of the Queen’s Privy Council and Minister for Intergovernmental
Affairs; Minister of National Revenue; Minister of Public Works and Government Services; Minister of
Industry; as well as three alternate ministers.

112

The dominance of the DoF can be further evidenced by the role Finance Minister, Paul
Martin, and his department played during the pension reforms of the 1990s (Interview with
Keith Horner, DoF, 2002; see also Chapter 2). The power of the Finance Minister can be, in
part, attributed to the political skills of Paul Martin Jnr. during a period of financial
hardship (Greenspon and Wilson-Smith 1997) and, in part, attributed to the policy skills
and expertise in the DoF.

The Department of Finance and the Canadian Pension System

The DoF is divided into nine branches with six holding policy responsibilities (that is,
Economic and Fiscal Policy Branch, Economic Development and Corporate Finance
Branch, Federal-Provincial Relations and Social Policy Branch, Financial Sector Policy
Branch, International Trade and Finance Branch and Tax Policy Branch). With the advice
of these branches the Finance Minister is able to oversee all of the important fiscal,
economic and budgetary aspects of government – including first, second and third pillar
policy and administration.

Interview data suggests that the DoF has at its disposal a significant internal coordination
capacity to establish ‘multi-disciplinary groups of economists, policy experts and
actuarialists’ to investigate specific policy issues when they arise (Interview with Pete de
Vries, DoF, 2003). These teams have been assembled in the past to investigate matters
relating to first and second pillar pension schemes (Kennedy and Matier 2002; Matier et al.
2001). In addition, the department maintains complex databases, linked to the HRDC’s
financial monitoring system, which generates significant quantities of raw data about the
levels of expenditure on personal entitlements, however, it must be noted that the work and
policy research conducted by the department, thus far, has demonstrated a distinctly
economic focus. To quote one government official:

We are more decentralised in our longer-term evaluation of pension programs, that
is, we use a variety of actuarial, departmental and finance statistics and figures to
assess longer-term revenue and expenditure matters. However, the only time we
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look at it [pensions] is when a group makes a proposal and then we assemble people
from across the department and do some work (Interview with Stephane Jette, DoF,
2002).

Analysis of the DoF’s suggests that while it holds considerable capacity to anticipate and
conceptualise the longer-term stability of pension funds once it has been brought to the
attention of the department, it does not have a specific policy unit to advise governments
about long-term budget pressures. Interview data revealed that ‘alarm bells’ can be rung
from a number of sources (such as, line agencies, the media, government actuaries, the
minister’s office or from another minister) and it was then up to the decision-making
capacities of the department’s deputy minister and senior divisional staff to investigate
matters further. The lack of equivalent skills or capacities in other line departments has
perpetuated the dominance of the Finance Minister and the DoF within government (Kelly
and Lindquist 2003). With few challenging for the role the DoF has remained the sole
advocate of first and second pillar expenditure control and the dominant actor in the field of
old age pension policy development.

The Treasury Board Secretariat and the Canadian Pension System

Canada’s second budget agency, the Treasury Board Secretariat (TBS), performs a similar
‘inward looking’ function to Australia’s DoFA, however, lacks DoFA’s capacity to
anticipate, conceptualise and analyse the longer-term stability of each pension pillar. In
other words, the TBS focuses on the incremental transactions of first pillar schemes and
examines little else with respect to old age pension policy. It is also important to mention
that, while the TBS is Canada’s second official budget agency, its power and influence has
been in gradual decline since the 1970s (Savoie 1999; Interview with Bill Austin, TBS,
2002; Interview with Mike Joyce, TBS, 2002).

The core functions of the TBS (‘providing advice and support to Treasury Board Ministers
in their ‘role of ensuring value for money’ and administering the financial management
functions in departments and agencies (www.tbs-sct.gc.ca, 14/03/2005)) offer a valuable
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insight into its role as a guardian agency. The role of the TBS is also broadly reflected in
the structure of the department. 7 There is little policy reflection within the TBS outside of
ensuring ‘the money is properly spent’ (Dewar 2002:1-4; Interview with Mike Joyce, TBS,
2003) and as such, the TBS is confined to the ‘examination of incremental transactions’ and
ensuring ‘compliance’ with the proper accounting procedures of government (Dewar
2002:2; Kelly and Lindquist 2003). According to one departmental official TBS has been
absent from many of the debates concerning pension financing over the past decade:

… because OAS is a statutory program there is no ongoing policy reflection… We
watch their [HRDC’s] workload and watch their administration costs… We only
examine incremental transactions and as long as they [HRDC] do not ask for new
money, there is not much I can do (Interview with Joe Shebib, TBS, 2002).

It can be, therefore, surmised that even though the TBS performs many of the functions
usually associated with a CBA and guardian agency it actually holds little capacity to
anticipate, conceptualise and analyse the longer-term stability of first, second and third
pillar pension schemes. Interview data also indicated that the operational focus within the
TBS further deprives it of the institutional capacity to make policy recommendations which
effect old age pension policy.

Guardians, Budgeting and the Pension System

Both the DoF and the TBS play a crucial role in drafting the appropriation bills which
release pension funds, but Canada, like Australia, does not engage in a process of central
agency budgeting for first pillar benefits. The statutory and universal nature of the first
pillar means that money is automatically allocated (through DoF’s internal tracking and
monitoring mechanisms) to fulfil pension expenditure commitments. Similarly, because

7

The TBS is divided into eight main operational divisions (2005) with six divisions having policy
responsibility (that is, Office of the Comptroller, Strategic and Policy Communications, Human Resources
Management, Economic, Social and Government Operation Sector, Expenditure Management and Strategies
Sector). Combined these divisions assist the TBS to achieve its organisational objectives of advising the
Treasury Board Ministers and ensuring value for money is maintained within government (www.tbs-sct.gc.ca,
14/03/2005).
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second pillar contributions are designed to cover expenditures, there is no regular
interaction between CPP expenditures and the annual Canadian federal budget process. As
such, no annual decision-making process for the payment of OAS and CPP benefits exists,
outside the assurance that money is appropriated to the recipients of pension benefits. The
TBS has no interaction with third pillar schemes. Rare exceptions to this do exist (for
example, the one-off cash injections made to the CPP during the deficit years of the 1990s),
however, these are aberrations and are not an ongoing part of the budget process.

As with Australia, the lack of a formal budgetary process to consider pension resourcing
places considerable importance on the political skills of actors to perform the guardianship
function. However, the existence of different institutional structures within the Canadian
political system emphasises different elements of the guardianship role. Canadian
governments do not face obstructionist upper houses and, as such, controlling the agenda
within the Treasury Board of Ministers (Canada’s pre-eminent budget decision-making
forum) becomes a crucial exercise (Kelly 2000). Thus for acts of pension guardianship to
occur, the Finance Minister must prove to be an influential voice within the Treasury Board
of Ministers.

In addition, changes to the second pillar require the consent of both federal and provincial
legislatures, with the CPP’s legislation citing the finance ministers of both jurisdictions as
the ‘joint stewards’ of the program (DoF 2003a:1). The CPP offers a window of
opportunity to conceptualise and analyse longer-term cost pressures through a triennial
review of the plan’s financial health – a formal process not offered to budget guardians in
Australia or Sweden.

Sweden’s Looser Arrangement of Guardians

Financial guardianship in Sweden is characterised by the existence of a single agency at the
centre of economic policy-making, that is desperately trying to retain its historical grip over
all aspects of first, second and third pillar pension policy. Through the Ministry of Finance
(MoF), the Finance Minister assists governments to achieve their economic policy goals.
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The most ‘extensive activities’ of the MoF are connected to the budget, but it also takes an
active role in formulating tax legislation, regulating and supporting financial markets, local
government financing, housing policy, public administration and the administration of
county boards.

The MoF displays both an ‘internal’ focus on the way finances are managed within
government and an ‘external’ focus on the impact of government on the Swedish economy.
That is, its functions facilitate proposals and background information that support the
financial and economic decisions of government (MoF 2003:5). However, the absence of a
dominant Finance Minister in the domain of pension policy over the past decade provides
an interesting comparison to Australia and Canada where CBAs not only dominate all
aspects of financial and economic decision-making, but also hold a monopoly over first,
second and third pillar pension policy.

The incidence of minority and coalition governments in Sweden during the 1980s, the
appointment of the Social Minister as chairman of the parliamentary review of pensions
and the absence of the MoF from the Pensions Implementation Group curtailed the
decision-making power of finance ministers and their ministries. This absence provided
opportunities for other political actors to gain political and parliamentary prominence over
the direction of pension policy (in particular, the NSIB), despite maintaining responsibility
for the formal aspects of the budget process and the economy (Paulsson 2003). Today, the
NSIB perform many of the guardianship functions previously performed by the finance
portfolio – this role is discussed towards the end of this chapter.

Arguably, in recent times, Sweden has witnessed a withdrawal or ‘stepping back’ by its
Finance Minister and Ministry from the centre of the financial decision-making processes
regarding the stability of first and second pillar pensions (see Chapter 2). Prior to 1994, the
Finance Minister alone held authority to make increases in both the supplementary and paygo pensions as well as being the dominant driver in many of the foundational moments in
Swedish pension history (such as, the introduction of the pay-go system in 1946) (Olsson
1990:91-107). But the establishment of a new pension system, based on the principles of
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‘off-budget’ actuarial ‘soundness’, and the continued existence of minority governments
have inhibited the influence of the Finance Minister within this field of public policy. The
long and detailed story of how the Finance Minister and the MoF’s power was curtailed
was succinctly captured by one government official who explained:

The real story of the pension reforms is that the Ministry of Finance played second
fiddle. Pension reforms were driven by the Ministry for Health and Social Welfare
and two active ministers… Not being in the driver’s seat, the Finance Ministry
could only delay, and not shape, the process of the reforms… This is why there is
still much tension between the Finance Ministry and Health and Social Welfare
Ministry today (Interview with an Anonymous Swedish Government Official,
2003).

In contrast to Australia and Canada, the Swedish Finance Minister is not the key minister
responsible for the health of the pension system, but this has not entirely inhibited the
Finance Minister or the MoF from analysing and assessing the longer-term financial
stability of first and second pillar schemes. The Swedish MoF maintains its own
expenditure monitoring databases separate to those kept by the Social Ministry and the
NSIB. This information provides the minister and the ministry with an important tool for
maintaining the capacity to anticipate, conceptualise and analyse the longer-term costs of
first and second pillar programs. The MoF uses this information as the basis of internal
investigations into the longer-term status of the pension system and in the production of
internal working papers and research reports. Furthermore, this information allows the MoF
to challenge the assumptions of both the NSIB and the Ministry of Health and Social
Affairs.

Guardianship, Budgeting and the Pension System

Between 1994 and 1996 the Finance Ministry searched for ways to address this loss of
decision-making capacity with respect to first and second pillar policy. Policy capacity for
the third pillar was maintained through the MoF’s control over financial regulation and the
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tax system. The introduction of the expenditure ceiling system in 1996 (a major budgetary
innovation) brought with it new opportunities for the Finance Ministry to exercise control
over expenditure issues concerning pensions. The relationship between the Swedish
pension system and the central government budgetary process differs from Australia and
Canada. More than 80 per cent of the expenditures granted to seniors fall under
Expenditure Area 11 – Financial Assistance in Old Age 8 , which is subject to a public
expenditure ceiling for Social Security and Welfare (see Chapter 7 for a more detailed
analysis of the expenditure ceilings).

Interestingly, expenditures from second pillar funds are still subject to the central
government’s expenditure ceilings for the social welfare function, as directed by the MoF.
This appears an anomaly for the reason being, a considerable proportion of pay-go
expenditure is financed from personal contributions and not from central government
revenues. Interview research has indicated the reluctance of both the Finance Minister and
the MoF to ‘let go’ of what is essentially an ‘off-budget system’ of payments. Budget
guardians admitted they were concerned about the future consequences of having the
largest government program fall outside the domain of central government control
(Interview with Anna Westerberg, MoF, 2003; Interview with Anders Burnstedt, MoF,
2003; Interview with Magnus Sjostrom, MHSA, 2003). Thus, despite pension payments not
being budgeted for in Sweden, they are still incorporated into the central government’s
budgetary process. As one Swedish Government Official explained:

Every Spring, Parliament sets a nominal expenditure ceiling for three years which
affects pensions. The autonomous nature of the pension system makes pension’s
relationship with the ceilings unique, however, because other parts of the pension
system are part of the budget the [Finance] Ministry feels it is irresponsible to
remove pensions from the annual ceiling (Interview with Anna Westerberg, MoF,
2003).

8

These expenditures include the guaranteed pension and additional supplements such as the Housing
Supplement. The cost of these expenditure commitments are estimated to total SEK 51 855 (million) or
approximately 7 per cent of the central government’s total annual expenditure (Swedish Government
2002:30-34)
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The existence and enforcement of expenditure ceilings, therefore suggests a different set of
political skills is necessary to perform the guardianship function in Sweden than in most
other OECD countries. Theoretically, Finance Ministers can perform budget guardianship
under the guides of the ceilings system (reestablishing them at the centre of the decisionmaking process), however, such a move would undoubtedly expose the Minister and MoF
to significant political risk from coalition members and other dominant parliamentary
parties. In practice, the Swedish Finance Minister has fewer opportunities to intervene in
matters concerning pension fund stability than his or her Australian and Canadian
counterparts, despite having the capacity (both in an actuarial and a policy sense) to
anticipate, conceptualise and analyse longer-term cost pressures.
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Table 4 – Functional Analysis of Core Guardian Agencies
Function

Australia

Canada

Sweden

Minister responsible
for oversight of
pension costs/funding

Responsibility shared
between Treasurer and
Minister for Finance for
first and second pillar.
Third pillar the domain
of Treasury.

Finance Minister
ultimately responsible
for first, second and
third pillar policy and
financing.

Finance Minister holds
some responsibility for
first, second and third
pillars through
expenditure ceilings,
regulatory and tax
systems, however, main
responsibility for entire
system lies with NSIB.

Forms of cost
containment

Limited ability without
legislative amendment
and parliamentary
consent (on-budget).

Limited ability due to
universal and off-budget
natures of OAS and CPP
respectively.

Mainly off-budget but
limited ability through
enforcement of ceilings.

Evidence of longerterm budget impact
evaluation/
Interventions

Some recent research:
RIM and TPB
(Treasury); and LTBPU
(DoFA).

Some recent research
conducted by ad hoc
investigation teams
(DoF). Triennial review
of CPP provides
ongoing/formalised
evaluation process.

Internal monitoring
through MoF databases
(longer-term evaluations
performed by NSIB).

Have governments
produced any longterm work / reports

Intergenerational
Report (Treasury
2002b), Australia’s
Demographic
Challenges (Costello
2004a), Productivity
Commission (2004;
2005) and periodic
internal working papers
on crisis issues.

Produced three internal
working papers
(Kennedy et al. 2002;
King et al. 2000; Matier
et al. 2001), but focus
mainly on the broader
fiscal effects of ageing.

MoF assisted with
Sweden’s contribution
EU’s cross-country
study on the
sustainability of pension
systems (MoF and NSIB
2001).

Ability of Guardians to
initiate changes to the
pension system

Changes in benefits
levels require
parliamentary consent or
changes to the
CPI/AWE formulas.

Changes in benefit
levels and contributions
require parliamentary
and provincial consent.

Can initiate changes, but
requires the support of
both the NSIB and the
Social Ministry for
changes to be carried.

Quasi Guardians Operating in Addition to CBAs

This chapter also identifies numerous public agencies which perform a quasi-guardianship
role through the monitoring of old age pension systems and through informing the public
about their financial stability. These agencies range from public actuaries and traditional
bodies of financial accountability (that are functionally independent of government),
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through to the nation’s financial press and independent observers of government. The
activity of these institutions generates a considerable volume of information anticipating,
conceptualising and assessing the longer-term financial stability of old age pension
systems. These bodies have been categorised as government actuaries, parliamentary
committees and auditors, monitoring and regulatory bodies and financial and media
commentators. The old age pension landscapes of Australia, Canada and Sweden
commonly contain each category of actors.

Government Actuaries

The government’s chief actuary monitors the costs and stability of first and second pillar
pensions in each country. The Australian Government Actuary and the Office of the
Superintendent of Financial Institutions perform the actuarial function in Australia and
Canada respectively. Despite having operational and functional independence, both
agencies sit within the finance portfolios for which they service. Sweden’s actuarial
function, by comparison, is conducted by the NSIB who keep ‘substantial databases on
almost every financial aspect’ concerning first and second pillar pensions (Interview with
Per Akesson, NSIB, 2003). 9

Each actuary is provided with a specific mandate (under first and second pillar pension
legislation) to report on the longer-term state of revenues and expenditures. Actuarial
reports are produced either in a three or five year cycle with predictions usually covering
three alternative scenarios (for example, optimistic, steady state and pessimistic scenarios)
of up to 75 years ahead (AGA 1994; NSIB 2000, 2001, 2002a, 2003a; OSFI 2000). The
role of each actuary is confined to statistical and mathematical modelling; hence, each
actuary tends to ‘refrain’ from comments of a ‘policy-related nature’ (Interview with
Michel Millette, OSFI, 2003). Longer-term thinking conducted within government

9

As previously discussed, the Swedish Finance Ministry produces its own actuarial calculations of pension
expenditure through a social expenditure database. These calculations are used to challenge the calculations of
other agencies and form a significant basis for the department’s decision-making processes (Interview with
Anna Westerberg, MoF, 2003; Interview with Anders Burnstedt, MoF, 2003).
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(especially, within Finance Ministries) is usually derived from the reports of the actuary. 10
It is not until the actuarial information reaches the central agencies of government that
critical policy reflection actually occurs.

Parliamentary Committees and Auditors

In theory, parliamentary committees have significant inquisitorial capacity to investigate
matters relating to first, second and third pillar pensions and their longer-term financial
stability (Chubb 1952; Reid 1968; Laver 1997). As noted in Chapter 2, parliamentary
committees and review bodies played a crucial role in the establishment and
implementation of the new pension system in Sweden and in negotiating changes to the
Australian and Canadian pension systems. But the 1990s can be viewed as an aberration
because parliaments rarely remain focused on pension fund stability or pension politics for
a sustained period of time (see Chapter 5 for a more detailed discussion on what sparks and
maintains public interest in old age pensions).

The investigation by parliamentary committees into pensions often only occurs in times of
fiscal strain or some other crisis. This is despite a special standing parliamentary committee
for pensions existing in each jurisdiction. Recently, investigations by committees into the
regulation of superannuation and similar reviews concerning the CPP (during the mid1990s) are illustrative of this point. The ad hoc nature of parliamentary investigations
means they do not form an ongoing review role in the financial concerns of the old age
pension pillars, despite having considerable capacity to anticipate, conceptualise and
analyse the impacts of demographic transition on first, second and third pillar stability.

Parliamentary auditors have also played (and continue to play) an ad hoc role in the
scrutiny of pension financing. Audit Offices, commonly thought of as the traditional
‘watchdogs’ over probity in the management of public finances (Chubb 1952; Normanton
1963; Wanna et al. 2001) were interviewed in all three countries and none could cite an
ongoing interest in the longer-term stability of pension financing. With the exception of the
10

Government agencies also draw heavily upon the work of statistical bureaus in each country: ABS
(Australia); Statistics Canada; and Statistics Sweden.

123

Canadian Auditor General during the 1990s, Audit Offices were unable to demonstrate an
interest in longer-term issues, instead focusing on short-term program administration (see
OAG 1992, 1995, 1998 and 1999 for a brief commentary about ageing and social
expenditure). In the words of one Audit Office official:

The Audit Office views its role through a narrow perspective, our concern is on
administrative procedure and not on broader government policy. Policy analysis
should, and does, occur elsewhere in government (Interview with Australian
Government Official, 2004).

The audit offices of both Canada and Sweden iterated similar comments (Interview with
Jeff Greenburg, OAG, 2002; Interview with Ulf Andersen, Swedish Audit Office, 2003).
Admittedly, audit offices have been highly active in other areas of the social welfare
function and have, even recently, investigated fraud and corruption-type issues (see for
example, RRV 2003) but pensions have sadly failed to capture ongoing interest (for a
minor departure from this trend see ANAO 2001, 2002).

The inactivity displayed by Auditors-General over statutory benefits is interesting,
considering that pensions are the largest annual program commitment in each country.
However, given the conservative tendencies government auditors have displayed towards
the critique of government policy throughout their histories it is not expected that auditors
will deviate from this path (Sinclair 1979; Wanna et al. 2001; Yule 2002).

Monitoring and Regulatory Bodies

There also exists a group of independent monitoring and regulatory agencies charged with
the monitoring of second pillar contributory pension systems. In Australia, agencies such
as, the Australian Prudential Regulation Authority (APRA) and the Australian Securities
and Investments Commission (ASIC) work closely with the Treasury to ensure that trustees
of superannuation funds ‘are aware of their obligations to members and manage the funds
in their care prudently’ (www.treasury.gov.au, 03/02/2005). These agencies assist
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superannuation trustees ‘to manage funds prudently and in compliance with applicable
requirements’. They also provide a strong regulatory system that ensures the protection of
pension contributions from fraud and ensures the continuity and integrity of the
superannuation system (www.apra.gov.au, 14/03/2005).

In contrast, the CPP Investment Board and the Premium Pension Authority in Canada and
Sweden respectively, provide financial stewardship over the balance sheets of contributory
and fully-funded pillars (MacNaughton 2003:3-4). These agencies perform both monitoring
and regulatory services that include the assessment of each pillar’s investment strategies
and the audit of fund trustees and managers to ensure compliance with investment laws.

Taken together, these agencies play an important monitoring and regulatory role in the
management of the contributory system and are often the first agencies to alert government
when a pension pillar falters or is being mismanaged. Hence, their public reports and
warnings contribute significantly to the debate about the longer-term stability of pension
funds.

Despite their inquisitorial capacities, these bodies have no direct power to make significant
financial decisions surrounding a pension pillar or old age pension policy. They act mainly
as the disseminators of information about individual pension benefits, personal pension
accounts, the economic impacts of pension expenditure, as well as providing input into the
regulations governing the private sector’s investment of accumulated pension and
superannuation savings.

Other Watchdogs: Financial and Media Consultants

The national financial press and independent media organisations also play a vital role in
generating public awareness about the use of public moneys. Media outlets readily provide
commentary on topical issues within the public interest, however, their attention is often
limited as they tend to focus on political scandal and controversial moments and not on the
longer-term consequences of public finances. In addition, private actuaries and statistical
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bodies (such as, Access Economics within Australia) as well as credit rating companies
(such as, Moody’s and Standard and Poors) often become involved in policy debates. But
these bodies have a limited effect because their activity is only usually the result of
consultancy advice to one side of government during election campaigns and times of
political uncertainty.

In short, there are numerous agencies (either attached to, or independent of, government)
which act as peripheral guardians over the financial stability of old age pension systems.
There are bodies which monitor pension fund solvency, track trends in pension expenditure,
comment on the adequacy of first, second and third pillar benefits and regulate the
investment of second and third pillar contributions. These agencies generate vast quantities
of information (available to the public and other interested agencies) about the financial
status of pension systems, yet they play very little role in the actual decision-making for
pension policy. That is, these bodies produce large and ongoing quantities of long-term
thinking and have large capacities to scrutinise pension expenditures, but have minimal
direct capacity to instigate changes to a pension pillar – a function which generally requires
the consent of Finance Ministers, Social Ministers and Parliaments. A summary of these
cross-national conclusions is contained within Table 5.
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Table 5 – Functional Analysis of Quasi-guardians
Function

Australia

Canada

Sweden

Agencies which
monitor
pension/administrative
costs

Auditor-General (first
and second pillars);
Public Actuary (first and
second pillars);
Parliamentary
Committee (first, second
and third pillars);
Superannuation
regulator (second pillar).

Auditor-General (first
and second pillars);
Public Actuary (first and
second pillars); CPP
Investment Board
(second pillar); HRDC
House Committee (first,
second and third pillars).

PPA (second and third
pillars); Social
Insurance Committee
(first, second and third
pillars); Health and
Welfare Committee
(first and second).

Ability to scrutinise
pension expenditure

Potentially extensive,
but limited in practice.

Potentially extensive,
but limited in practice.

Potentially extensive,
but limited in practice.

Regular production of
long-term
work/reports

Annual actuarial
projections (first and
second pillars); ad hoc
investigations when
political crisis occurs.

Annual actuarial
projections (first and
second pillars); ad hoc
investigations when
political crisis occurs.

Annual actuarial
projections (first and
second pillars); ad hoc
investigations when
political crisis occurs.

Ability to initiate
changes to the pension
system

Minimal direct power.

Minimal direct power.

Minimal direct power.

The Spenders of the Public Purse
Social Ministries and Portfolios: the Core Spenders
Spending ministers and their ministries in Australia, Canada and Sweden generally perform
a traditional but twofold claimant function (as outlined by Helco and Wildavsky 1974;
Wildavsky 1964). Spending agencies delivering social benefits make both claims on the
public purse for their clients (departments acting as advocates) and for themselves
(administration, new programs and additional responsibilities). As the guardian-spender
model would have us believe, these behaviours should place each social portfolio in a
subordinate relationship to the dominant financial ministry in each country. However,
interview data collected from each social ministry would suggest the existence of some
important deviations to these underlying norms of budget theory.
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In Australia and Canada Social Ministers often act as the conduits for claims on first pillar
resources and, hence, play the traditional role of budget spenders. This can be generally
attributed to the nature of both systems which requires the Social Ministry to pay little
attention to the longer-term costs of pension commitments. Whereas interview data from
Sweden suggests the dominance of the Social Minister, in the establishment of the new
pension system, has placed considerable pressure on the Ministry to ensure its long-term
financial stability, despite having the institutional role of a resource claimant. As such, the
Swedish social portfolio has a considerable vested interest in maintaining the financial
stability of the first and second pillar pension system. 11

Australia’s Departmental Spenders/Claimants

Prior to September 2004 the Australian Minister for Families and Community Services (the
Social Minister) and the Department of Families and Community Services (FaCS) were
solely responsible for ensuring the implementation and administration of first pillar pension
legislation. FaCS held no policy responsibility for second and third pillar schemes. First
pillar benefits were delivered through a business agreement, negotiated between FaCS and
the service agency Centrelink, at an agreed price (for more detail see Business Partnership
Agreement 2001-2004). 12 This arrangement was governed by the Administrative Orders of
the Commonwealth government which stipulated that the responsibility for both agencies
fell under the social welfare portfolio.

Both agencies were involved in assessments of pensioner welfare and the adequacy of first
pillar benefits, which occupied a large part of their focus and policy work. Information
about the nature of pensioner welfare flowed from Centrelink to FaCS through informal
11

In Sweden the operation, administration and payment of old age pension benefits are determined by the
rules and regulations spelt out in central government legislation overseen by the Health and Social Affairs
Minister. This legislation includes: The National Insurance Act (1962:381); The Partial Pension Insurance
Act (1979:84); Housing Benefit Act (1993:737); and the Social Insurance Act (1999:799).
12
Centrelink (an agency under the portfolio of DoFA since November 2004) is the main interface between the
recipients of the Age Pension and the federal government. Centrelink provides the administrative shop front
where Age Pension applications are lodged and then assessed, where all administrative issues between clients
and the government are handled (including some complaint mechanisms) and is the agency through which the
federal government pays Age Pension benefits to clients. The administrative procedures governing the
application, appeals and payments processes are outlined under the statutes covering social security law.
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lines of communication – ‘we would try to engage them as much as possible to assess the
nature of the problems on the ground’ (Interview with Leonie Corver, FaCS, 2004). FaCS
would then perform the main claimant role if it was considered necessary to approach the
DoFA for additional resources and, in turn, FaCS performs the main point of negotiation
between CBAs and the service delivery bodies. In the words of one departmental official:

… we have to be happy with Centrelink’s proposal before it goes to Finance for
agreement. Up until the changes in the Administrative Orders DoFA gave us the
money and we distributed it to Centrelink (Interview with FaCS Official, 2004).

Interview data collected for this thesis suggested the focus of the minister and FaCS has
remained on two aspects of the Age Pension system. The first related to a historical concern
for aged poverty and improving the welfare of senior citizens, while the second has
concerned the establishment of appropriate administrative processes to ensure ‘the entitled
receive their correct level of benefits’ (Interview with Eric Rojahn, FaCS, 2004; Interview
with Sam Cavalli, FaCS, 2004; Interview with Leonie Corver, FaCS, 2004; Interview with
John Fulop, FaCS, 2004).

FaCS currently has two groups dedicated to the administration of first pillar programs; the
Asset and Means Testing Branch and the Budget Development Group. The Asset and
Means Test Branch provides an ‘ongoing review’ of the relationship between the Age
Pension, means and asset-testing criteria, the cost of pension programs and the
effectiveness of programs. In the course of their work, members of the branch regularly
meet with ‘a diversity of welfare groups’ that range from the well organised and funded, to
local interest groups who feel aggrieved over a specific welfare case. This contact occurs
either through ad hoc meetings, at policy or industry conferences or during pre-budget
submission periods. As one official commented during an interview: ‘our role is to provide
ongoing advice to government which balances the trade-offs between income and assetcriteria and the broader social objectives of the Age Pension’ (Interview with Leonie
Corver, FaCS, 2004). The Budget Development Group, by comparison, assists the
department in assembling budget submissions and in negotiating proposals with the DoFA.
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Interviews indicated the existence of a distinct policy orientation within FaCS towards
poverty and income maintenance related issues, with little ongoing concern, or capacity to
consider the longer-term stability of old age pension programs (Interview with DoFA
Official, 2002). In the words of three long-serving FaCS officials: ‘we are policy focused’
(Interview with FaCS Official, 2004); ‘we do monitor the costs but we only track current
levels’ (Interview with FaCS Official, 2004); ‘RIM in the Treasury provides the longerterm actuarial calculations’ (Interview with FaCS Official, 2004).

A change in the administrative arrangements of the Commonwealth government (in the
wake of the 2004 general election) has seen a potential paradigm shift in the way old age
pensions are administered in Australia. The service delivery agency (Centrelink) is now
under the Finance and Administration Portfolio and the direct control of a new department
of state, the Department of Human Services (DHS) and a new Minister for Human
Services. This change was brought about by an amendment in the Administrative Orders of
Government in September 2004. The DHS is responsible for payments processing and
related administrative issues, whereas FaCS maintains full policy responsibility for
pensions. This move creates great potential for ‘tension’ between FaCS, DHS, Centrelink
and DoFA (Interview with an Anonymous Australian Government Official, 2004). It
increases the potential for the Finance Ministry to ask the Service Delivery Agency
questions of a rationing nature and to reinforce the Australian social welfare orientation
that, ‘the Age Pension is not a right, it’s a safety net’ (Interview with FaCS Official, 2004).
However, with the new administrative arrangements still to be finalised it is too premature
to accurately determine the future consequences this reform may have.

Canada’s Departmental Spenders/Claimants

The Canadian Minister for Human Resource Development Canada (HRDC), in conjunction
with its ‘mega’ social welfare department the HRDC, is solely responsible for the
administration and implementation of the Federal Government’s first pillar pension scheme
(OAS). The DoF holds ministerial responsibility for the CPP (second pillar) and the private
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savings system (third pillar). The universal nature of the Canadian pension system means
there is ‘very little focus within the HRDC on financing issues outside ensuring benefits are
paid’ (Interview with Richard Brunton, HRDC, 2003) and changes to eligibility
requirements generally come from ‘court rulings’ concerning definitions of the residency
rule (Interview with Mark Hodgson, DoF, 2002).

The HRDC plays the traditional role of claimant for first pillar resources through the Social
Policy Group (SPG) of the Department. According to the HRDC its role remains confined
to the implementation of legislation and policy decisions taken elsewhere in the political
arena, that is the DoF:

The Department of Finance undertakes all the short and long-term thinking, we just
go along for the ride. Our role is to ensure seniors receive their monthly benefit and
to alert them of any changes that occur to the system (Interview with Richard
Brunton, HRDC, 2003).

Unlike social ministries in Australia and Sweden, the HRDC has not been active in the
assessment of the future stability of pension financing and its institutional activities provide
little evidence of how it anticipates, conceptualises and analyses longer-term expenditure
pressures.

The HRDC, like the Australian department of FaCS, provides one of the few ongoing and
regular forums for welfare lobby and interest groups to meet with government officials
about pensioner concerns. The adoption of the ‘Client Engagement Strategy’ in 2002 was,
among other things, an attempt to appease concerns of the Canadian Association of Retired
Members (a noisy interest group of 50 000 members who had been highly active during the
‘Failed Seniors’ Benefit’ reforms). The strategy provides an arena for powerful political
lobbyists to consult with government officials in a roundtable discussion. However, at this
point in time the discussions have only focused on minor administrative matters (such as,
‘pensioner friendly forms’ and ‘red tape reduction’) and not on broader policy concerns.
The HRDC generally does not involve other departments in these forums. Given that one of
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the long-running policy concerns surrounding the Canadian pension politics has been to
increase the level of first pillar benefits (see Chapter 2), it could be argued that the HRDC
is well placed to perform the traditional role of claimant for additional pension resources.

Sweden’s Refracted Spenders/Claimants

The Swedish Social Minister and Ministry are responsible for the broad policy direction
and administration of the first and second pension pillars (MHSA and NSIB 2003). They
act as the main conduits for claims to increase the first pillar (supplementary) pension and
regularly meet with minority groups and welfare lobbyists to consider improvements in the
generosity and equity of the supplementary system. Similarly to the other countries
compared in this thesis, the Swedish Social Ministry has a dedicated pensions group which
focuses on effective administration and the alleviation of poverty. But the structure of the
pension system and the lack of ongoing policy reflection within the ministry about the state
of pension financing do not lend themselves to longer-term anticipation and
conceptualisation. To quote one government official:

The ministry does not do long-term projections of pension expenditure that is the
role of the RFV [NSIB] and the Finance Ministry… I also don’t see any point in
doing long-term projections because the pay-go pension is largely self-sustaining
and off-budget… our focus is on the welfare of old age citizens (Interview with
Magnus Sjostrom, MHSA, 2003).

This is where the similarities with the two other countries end, and institutional claimant
activity in Sweden diverges from Australia and Canada. Understanding the role played by
the Parliamentary Working Party on Pensions and the Pensions Implementation Group
(during the Swedish pension reforms) is an important factor in the assessment of the Social
Ministry’s activities. All changes to the pension system (either first or second pillar)
‘require the consent’ of the Pensions Implementation Group. This differs from both the
Australian and Canadian systems, where the Treasury and Finance ministers hold
responsibility for changes that have financial ramifications to the system, as decision-
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making in Sweden is deferred to a multi-party parliamentary committee (Interview with Ole
Settergren, NSIB, 2003; Working Party on Pensions 1998).

Nervous about including a Finance Minister (with a neo-liberal reformist agenda) in the
pension reforms of the 1990s, the five major parties negotiated a deal with the Social
Democrats to appoint the Social Minister as the Working Party’s Chairman (the minister
considered most inclined to uphold the long-standing principles of ‘social solidarity’) and
to exclude the Finance Minister from the negotiation process. This appointment appeased
concerns about the protection of pension benefits and facilitated the achievement of the
Social Democrats reform agenda. The Social Minister, Bo Konberg, sat at the head of both
the Working Party and the Implementation Group and in consultation with the country’s
leading pension experts and the other parties of Parliament, he presided over all aspects
involved with the implementation of the new pension system (Konberg 2002). With the
final stages of pension reform concluding in 2003-2004 it remains to be seen whether the
Social Minister will continue to hold key functional positions within the Swedish pension
policy arena.

Despite the development of the new system and the oversight of its implementation
occurring with the Social Minister at the helm, the structure of the new system actually
afforded neither ministry much decision-making power over pensions policy. This was
principally because the design of the new system took the ‘financial discretion away from
political leaders and Parliament’ and replaced it with a series of automatic technocratic
elements aimed at ensuring pension fund stability (Interview with Per Akesson, NSIB,
2003; Interview with Ole Settergren, NSIB, 2003). The current contribution rate of 18.5 per
cent has also inhibited the avenues for claimant activity by taking resource claims off the
political agenda. As one government official has suggested, the high contribution rate (set
by a coalition of spenders in 1998) denies claimants immediate or medium-term
opportunities to argue for greater resources:

Pension contributions stand at a very high rate, there will be little pressure to
increase them in the coming decades, even when the baby boomers retire – a crucial
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element in the design of the new pension system. If anything, there is actually
pressure from the industrial sectors to lower pension contributions because they see
it as bad for business (Interview with an Anonymous Swedish Government Official,
2003).

Interviews with senior Swedish government officials indicated a reluctance to alter the
pension system post-reform. In the words of one official: ‘we have a broad political
agreement not to disturb the pension system. The system does not need any ad hoc
decisions over time’ (Interview with Magnus Sjostrom, MHSA, 2003). It also suggests the
development of an underlying tension between the Finance and Social Ministries. Nearly a
decade of Swedish pension reform has resulted in a power struggle between the two
ministers. Reform has left the Social Minister at the helm of a system that was previously
guarded by the Finance Ministry. As ministers jockey for the right to determine old age
pension policy, one can only speculate whether the administrative elegance of a selfsustaining old age pension system will be undermined by political decision-making or a
grab for institutional responsibility over an ‘iconic’ program of the Swedish welfare state
(Interview with an Anonymous Swedish Government Official, 2003).

Table 6 compares the functions performed by each social ministry. It provides a summary
of the major findings derived from the interviews conducted for this research, highlighting
in particular, the dominant role of social ministries in the administration of first pillar
pension programs.
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Table 6 – Functional Analysis of Core Spending Agencies
Function

Australia

Canada

Sweden

Responsibility
displayed for the
oversight of pension
provision and, or, the
delivery of benefits

Social Minister
monitors discrepancies
in program
administration by
service delivery agency
and the comparative
purchasing power of
first pillar benefits.

Social Minister monitors
discrepancies in program
administration and the
comparative purchasing
power of first pillar
benefits.

Social Minister monitors
discrepancies in
program administration
and the comparative
purchasing power of
first pension benefits.

Forms of cost
containment

Ongoing review of
income and asset testing
criteria of first pillar.
Second and third Pillars
administered by the
Treasury Department.

Few mechanisms
because first pillar is a
universal program.
Second and third Pillars
administered by DoF
and Provinces.

Ongoing Review of
criteria governing first
pillar benefits. Involved
in some aspects of
second administration,
however, second and
third pillars mainly
administered by the
NSIB.

Evidence of longer-term
impact
evaluation/interventions

Focus only on current
costs as well as poverty,
access and equity issues.

Social Policy Group
conducts social research,
but has not produced
work on retirement
income or ageing.

The Ministry currently
has an old age pension
group, but costs are not
in the group’s current
mandate.

Have Ministries
produced any long-term
work/reports

Understanding
Retirement Income
Streams (ie FaCS 2001).

None to date.

None to date.

Ability to instigate
changes to the pension
system

Scope to control first
pillar costs through
administration of
criteria. No scope to
change Second and
Third Pillars.

Minimal scope.

Minimal scope.

Peripheral Spending Agencies: Distributional Coalitions and Vested Interest Groups

Each country is characterised by the existence of strong welfare interest groups that
actively lobby governments for a greater share of public resources. Interviews in each
country indicate that social ministries regularly engage with these welfare lobbyists (both
on a formal and ad hoc basis) to discuss all aspects of the pension system (for example,
increases in the levels of first pillar benefits, a reduction in individual contributions to
second pillar programs, and, or, the simplification of administrative procedures surrounding
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the application and payment of first and second pillar benefits). Each social ministry
regularly holds roundtable discussions providing opportunities for peak body welfare
groups to comment on the issues relating to first and second pillar programs. Consultation
with peak bodies has been particularly prevalent in each country during periods of pension
reform (see Chapter 2).

Interview data also indicated a considerable level of diversity in the activity, interests and
internal structures in these interest groups. Groups such as, the Australian Council of Social
Services (ACOSS) (Australia), the National Council of Seniors (Australia), the Association
of Independent Retirees (Australia), Investment Financial Services Association (Australia),
the National Council of Welfare (NCW) (Canada), and the National Institute for Social
Research (Sweden) all display varying degrees of organisational strength and often argue
from competing and contradictory positions. Groups representing the interests of the private
retirement savings industry and global pension funds are generally considered, by the three
social ministries, to be the ‘most organised and well resourced’ of the groups they come
into contact with (Interview with Leonie Corver, FaCS, 2004; Interview with Richard
Brunton, HRDC, 2003; Interview with Magnus Sjostrom, MHSA, 2003). These industry
groups often donate to political parties and sponsor conferences and seminars on
investment and tax minimisation strategies.

By contrast, peak body welfare groups play an active role in pension research and
investigation. Bodies such as, ACOSS (Australia) and NCW (Canada) regularly report on
the state of pensioner poverty and offer suggestions to government about how the living
conditions of seniors might be enhanced (ACOSS 2001, 2002, 2004; NCW 1990, 1991,
1994, 1996, 1997, 1998, 2004). In short, all of these groups share the characteristic of
vested interest group behaviour and can therefore be viewed as traditional budget
claimants.
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Combined Guardians and Spenders
The chapter has thus far demonstrated two groups of actors that exert potential influence
over the levels of pension resources through the application of Wildavsky (1964) and Helco
and Wildavsky’s (1974) guardian-spender model. However, analysis of the pension
landscape reveals a group of actors that display behavioural tendencies which alternate over
time. Prime Ministers and parliamentary leaders display both characteristics across all three
countries, while the role played and functions performed by the NSIB provides Sweden
with a unique institutional arrangement at the centre of government.

Prime Ministers and Parliamentary Party Leaders
Within parliamentary systems, and in accordance with guardian-spender theory, prime
ministers are usually considered a crucial element within a nation’s budget process (Savoie
1990, 1999; Thain and Wright 1995). There are a number of assumed roles for prime
ministers within parliamentary systems. One is that they have priorities and political
agendas which they attempt to push through Cabinet. A second is that they broker deals
within Cabinet when ministers are divided. A third is that they will exercise the casting vote
when political deadlocks occur. A fourth is that the Prime Minister (PM) will usually
become acutely interested in a policy area when political situations require attention. In
short, these assumptions draw upon classical understandings of leadership within a Cabinet
government system (Campbell 1983; Davis and Weller 1992; Weller 1985). The Prime
Minister sits at the helm of Cabinet in each of the three countries discussed in this thesis.
All changes to pension systems require the consent of Cabinet and without formal consent a
decision is rarely carried as government policy.

The structure and nature of the Australian Cabinet system empowers the PM with respect to
the budget system. In the Australian system the PM sits at the centre of decision-making
and exercises the power to veto or support budget proposals (Kelly 2000). The process
involving the Canadian PM differs considerably to the Australian PM, though the PM still
exerts influence. Bilateral agreements between ministers and PMs dominate decisionmaking within Canada. In contrast to Australia, Cabinet generally plays little or no role as
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PMs tend to ‘cut deals’ at their own discretion (Kelly 2000). Similarly, the ‘real power’ in
the Swedish political system rests with the Prime Minister and the Cabinet (Board
1970:152), even though the dynamics of the Swedish system remain substantively different
to those of the British Westminster Cabinet government tradition.

Sweden combines the characteristics of the Westminster model with those typical to the
countries of continental Europe. Like Britain, Sweden has never had to contend with
sizeable ‘antiparliamentary or antidemocratic parties’, but conforms to the continental
pattern through a multiparty system (Rustow 1969:197). The existence of minority and
coalition governments in Sweden has bred the politics of compromise and consensus and a
type of politics whereby PMs and the Cabinet rarely impose their ‘will’ over the rest of
Parliament (Rustow 1969:197). In addition, the Swedish model diverges from the other
countries because a significant proportion of the new pension system remains off-budget
and, therefore, largely falls outside the decision-making parameters of the central
government and its leaders.

Comments about the nature of PMs and their offices or departments during several
interviews suggest that the focus of a leader (in all three countries) is generally consumed
by immediate or short-term matters/problems. That is, longer-term issues tend to become an
issue of prominence only when they impact upon the immediate success of a government.
In the words of one Canadian interviewee: ‘the Prime Minister and his Office don’t think
longer than two weeks ahead, let alone about longer-term budget issues’ (Interview with
Canadian Government Official, 2002). As an Australian official (who wishes to remain
anonymous) also argued: ‘the Prime Minister and his Department is only concerned with
putting out spot fires and little else. Long-term issues, especially pensions, are not of an
ongoing concern’. These views have been supported by most civil servants interviewed for
this thesis and triangulated with a former researcher specialising in Canadian, Australian
and European executive government and budgeting, Dr Joanne Kelly. 13

13

Dr Kelly was an academic advisor and senior research fellow to the TBS and DoF between 1999 and 2003.
Dr Kelly is also a regular attendee and contributor to the OECD’s senior budget official’s meetings and the
committee for chairs of parliamentary committees.
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Old age pension policy does not take priority over other areas or functions of government.
As suggested in Chapter 2 and reevaluated in Chapter 5, PMs and parliamentary leaders
only become involved in pension systems or pension politics for the reasons of:

1. economic depression/recession which threatens to undermine the financial security
of pensioners or their contributory pension pillars;
2. for the reasons of policy failure, whether it is due to fraud, corruption, or for the
reasons of inadequate decision-making; and
3. electoral dynamics or political opportunism. PMs have sought to win the support of
‘grey’ constituencies through the offer of increased benefits and concessions.

There is little empirical evidence to suggest a contrary position on the interest displayed by
PMs and parliamentary party leaders, however, as with an activist or powerful Finance
Minister or Treasurer there is nothing to prevent a PM from becoming active in the field of
old age pension policy. The motivations of leaders are complex, as are the relationships
they hold with their fellow parliamentarians and, therefore, the above circumstances should
only be viewed as indicative triggers for political activity. With that being said,
parliamentary leaders have enormous capacity to perform both guardian and spender
activities over pension systems.

The National Social Insurance Board: Dual Budget Responsibilities

The NSIB holds a crucial position at the centre of Sweden’s pension landscape. The NSIB
is a quasi-independent central coordinating body which performs many of the oversight
functions crucial to the longer-term stability of the old age pension system (in particular,
the first and second pillars). Conversely, it also holds many of the responsibilities
traditionally associated with spending and claimant agencies.

On 1 January 2005 the NSIB merged with the regional social insurance offices (twenty-two
offices in total) and became known as the Swedish Social Insurance Agency (SSIA), owing
to the variance in management results that the different regional social insurance offices

139

were displaying (MHSA 2005). The new agency maintained all of the functions performed
by the NSIB (that is, the monitoring of individual pension accounts, the administration of
pension benefits, actuarial and statistical modelling of pension fund finances (including
demographic projections), regulatory functions, proposals of new laws relating to pensions
and ensuring benefits are paid), but gained the additional functions of applicant registration,
complaints and appeals traditionally undertaken by the regional offices. However, as a
matter of simplicity the SSIA will be referred to as the NSIB throughout the thesis.

As briefly mentioned, the NSIB plays a crucial role in overseeing the stability of first and
second pillar pension resources. Most of the statistical modelling and longer-term
conceptualisation of pension fund stability is undertaken by the actuarial divisions of the
NSIB. The NSIB regularly reports on the state of pension funds (see NSIB 2000, 2001,
2002a, 2003a, 2003c, 2004) with predictions covering three scenarios (optimistic, base and
pessimistic) for periods of up to 75 years ahead. In addition, the NSIB is responsible for
administering the pension systems automatic balancing mechanisms and alerting the public
about the likelihood that second pillar pension funds will fall into deficit.

Swedish officials interviewed in mid-2003 argued that considerable attachment exists
within the NSIB over the design of the new pension system. Pension experts in the NSIB
were the main architects of the automatic balancing (stabilising) mechanisms which defined
the new system and were the key drivers in ‘taking the politics and the budgeting out of the
pension system’ (Interview with Ole Settergren, NSIB, 2003). That is, they designed the
rationing triggers that ensure buffer funds do not fall into deficit and thus, felt it was their
duty to ensure the financial stability of the system over the medium to longer-term.

The NSIB also performs many ongoing functions which resemble those of a traditional
claimant agency. Functions such as, the collection of pension contributions, the payment of
pension benefits, the provision of research relating to aspects of pensioner poverty and
welfare and the administration of the entire pension system – are all ‘ongoing aspects’ of
the NSIB’s activities (Interview with Per Akesson, NSIB, 2003). The NSIB also actively
participates in research forums analysing the adequacy of pension benefits and regularly
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reports (mainly in Swedish) on the state of pension fund administration and investment
(NSIB 2002b; 2003d).

Despite the NSIB falling under the responsibility of the Social Ministry (to who it reports),
its activities indicate the performance of both guardian and spender activities. Arguably, the
activities of the NSIB are a crucial element in the way the long-term stability of pensions
are anticipated, conceptualised and assessed in Sweden. However, the NSIB holds no
formal decision-making power over the pension system (unlike that of PMs and
parliamentary leaders) and hence, its activities are confined to a monitoring and
information generating capacity.
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Table 7 – Functional Analysis of Combined Guardian-Spender Agencies

Function

Australia

Canada

Sweden

Responsibility
displayed for the
oversight of pension
provision and, or, the
delivery of benefits

PMs defer the
responsibility to
portfolio minister, but
may ultimately be held
responsible for service
delivery by the
electorate and the
media.

PMs defer the
responsibility to
portfolio minister, but
may ultimately be held
responsible for service
delivery by the
electorate and the media.

PMs defer the
responsibility to
portfolio minister, but
may ultimately be held
responsible for service
delivery by the
electorate and the
media. NSIB plays a
central role in the
administrative oversight
of first and second
pillars.

Forms of cost
containment

PMs sit in a powerful
position within cabinet,
however, rarely exercise
their ability to restrain
costs of first pillars.

PMs sit in a powerful
position within cabinet,
however, rarely exercise
their ability to restrain
costs of first and second
pillars.

PMs sit in a powerful
position within cabinet,
but are subject to the
constraints of a minority
government. The NISB
administers balancing
mechanisms of second
pillars.

Evidence of longerterm impact
evaluation,
interventions, or
reports

None to date.

None to date.

None to date offered by
PMs. Significant body
of research about all
three pillars has been
published by NSIB.

Ability to instigate
changes to the pension
system

High degree of ability to
make changes to all
three pillars, but
function rarely
exercised.

High degree of ability to
make changes to all
three pillars, but function
rarely exercised.

Some ability, but
constrained due to
minority government.
NSIB has no official
authorisation to elicit
changes to any of the
three pillars.

Concluding Remarks
This chapter has introduced the political and bureaucratic actors that appear to exert
influence over pension resources and old age pension policy. It has highlighted the role of
guardians, resource claimants and the actions of those who display both guardian and
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spender tendencies. In doing so, it both challenges traditional perceptions of agency
behaviour and reinforces old assumptions about their role within government.

Through the examination of CBAs, the discussion cast new light on the perception of
guardian agencies. An examination of the Swedish Finance Minister and the Finance
Ministry indicated a guardian that, as a result of pension reform, actually sits outside the
bounds of pension decision-making – a break from traditional understandings of the role
and power of finance agencies (Heclo and Wildavsky 1974; Paulsson 2003; Wildavsky
1964). By comparison, an examination of social ministries in Australia, Canada and
Sweden revealed that traditional notions of claimant activity still remain powerful
explanations of budgetary behaviour in 2005. The evidence presented revealed a strong
group of organisations (that sit both at the centre and the periphery of government) whose
main modus operandi is to seek additional resources for their constituencies.

In addition, this chapter demonstrated the vast quantity of information generated by those
agencies with an interest in pension financing. Large quantities of information about the
longer-term stability of pension systems (particularly with regard to the effects of
demographic transition) are generated both at the centre and periphery of government and
are available for all actors to consider. First and second pillars attract considerable attention
from the agencies at the centre of government. The constant monitoring of these pillars
indicates an acute awareness of their longer-term stability. Third pillars receive less
scrutiny, by comparison, because they do not tend to impact on the public purse.

Most of the information generated about each pillar appears on the public record and is
available to those who make old age pension policy. But the structure of pension systems
and the nature of pension politics inhibit the use of this information by decision-makers and
the exchange of ideas between agencies. Being largely off-budget and holding entitlement
status means that pension systems actually escape annual review. Moreover, institutional
compartmentalisation and institutional tensions, means that the pension policy network
does not encourage an exchange of information between potential budget actors. As a
consequence, despite the enormous capacity to generate information about the longer-term

143

state of first, second and third pillar pension financing, this information is often not used
and pensions are rarely subject to change or cost containment.

This chapter concludes Part I of the thesis and the introduction of the themes, trajectories
and lines of inquiry upon which the remainder of the thesis is grounded. The direction of
the thesis now turns toward Part II where the relationship between the functions of the
budget process (Claiming, Generating and Rationing) and the specific elements of longerterm pension financing are assessed.
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II
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CHAPTER 5

THE CLAIMING FUNCTION:

THE PROJECTED INCIDENCE OF FUTURE CLAIMS FOR OLD
AGE PENSION RESOURCES

‘A budget claim is any demand for resources made according to the rules and
procedures of the process. Claims are typically submitted by administrative agencies…
There have to be claims for there to be a budget. If no one expresses a want for public
funds, there is no need to allocate them through a budget’ (Schick 1990:11).

This chapter analyses the impact of demographic transition on the ‘claiming function’ of
government, through an examination of social demographic pressures and agenda
setting theories of government. The first part of this chapter demonstrates the links
between an ageing population and the increasing pressure governments will face when
the baby boomers retire. Official statistics predict that old age pension expenditure
(relative to GDP) will nearly double over the next five decades, while the percentage of
the working age population will also significantly decline. In Australia projections
indicate that spending on pensions will rise from 2.9 per cent of GDP (2000) to 5.7 per
cent of GDP (2050). In Canada spending will increase from 4.7 per cent of GDP (2000)
to 8.1 per cent of GDP (2030), while in Sweden pension expenditure will increase from
9 per cent of GDP (2000) to 11.5 per cent of GDP (2040) (see Figure 7). In short, it is
argued that Australia, Canada and Sweden all face the dual pressures of a ‘growing
overdraft and reducing income’ (Milligan 2004). These pressures will have profound
impacts on the ability of each pension pillar to meet future financial commitments.

The second part of this chapter investigates how demographic forces might be translated
into activist political behaviour over the coming decades. Through the application of
agenda setting theories, this section considers when pensions become a part of the
national political agenda. It suggests that opportunities for pension review will arise
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over the coming decades, particularly when pensions ‘oscillate’ onto the political
agenda and collide with demographic and economic pressures.

Taken together, these parts consider ‘the extent to which the longer-term financial
stability of old age pension schemes’ are ‘impacted by demographic transition’
(research question 2). They also directly address the problem from which the thesis has
been conceived: what frameworks can be developed to better assess the long-term
budgetary and policy responses presented by an ageing population. However, before the
discussion about demographic transition commences, the chapter will outline a
definition of a ‘budget claim’ and highlight the unique relationship between old age
pension programs and the claiming function. In doing so, it argues that current
explanations of claiming within the budget literature are deficient for this thesis and, as
such, a broader definition is required.

The Changing Nature of a Budget Claim
This chapter argues that the current budgetary literature provides an insufficient basis
for understanding the claims for future budget resources. Existing accounts have argued,
a budget claim can be defined as any demand for resources made ‘according to the rules
and procedures of the process’ (Schick’s 1990:11). But, typically, the focus of this
literature has been on claimant activity through the narrow perspective of the claims
‘submitted by administrative agencies’ (Heclo and Wildavsky 1974; Schick 1990:11;
Sharkansky 1969; Wildavsky 1964, 1979a, 1988). These accounts of budget claiming
have emphasised the decisional aspects of the ‘claiming’ process and have described the
rules, regulations and accepted norms and procedures which guardians impose to limit
the incidence of budget claiming (Heclo and Wildavsky 1974; Schultze 1968:51-53;
White 1998; Wildavsky 1964).

Premised on a level of decisional capacity within the budget process, these studies have
failed to adequately acknowledge a second structural level of budget claiming that is
growing within western liberal democratic states – ageing. 1 Ageing has latent or

1

Some within the literature have argued that the changing nature of government expenditure poses a
long-term threat to a nation’s budget process; however, these accounts fall well short of a systematic
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structural effects that place pressures beyond a purely decisional mode. Population
ageing is, arguably, a phenomenon facing many OECD nations and ‘not just the
invention of demographers and social scientists’, as some commentators have suggested
(Milligan 2004). It is also a trend that is predicted to continue until the middle of this
century. Comments by the Chairman of the Federal Reserve, Alan Greenspan, (perhaps
one of the world’s most influential financial bureaucrats) indicate the importance of the
problem and the degree of influence demographic transition will have over future
policy-makers: ‘ageing offers a vivid – and sobering – illustration of the challenges we
face as we prepare for the retirement of the baby-boom generation’ (Greenspan 2004:2).

Australia, Canada and Sweden provide ‘typical’ examples of the future demographic
pressures that may face many of the world’s richest and most advanced countries and
are each indicative of the claiming pressures confronting future governments. Each
country has in place demographically sensitive public pension programs; as such, the
provision of pensions at publicly acceptable benefits levels will intensify as populations
age. That is, claims for future pension resources will increasingly come from latent or
structural pressures and less from activist political behaviour.

Demographic extrapolations are usually premised on the assumption that immigration
policies or patterns will remain relatively consistent. This assumption is based on two
bodies of evidence which suggest that immigrants will adopt the fertility patterns of
their newly adopted country within a generation (Hugo 2004) and a worldwide rejection
by national governments and their voting publics of substantial immigration intakes
since the events of 11 September 2001 (Holland and Miskin 2002; Schain 2004). All
things remaining equal within the field of immigration policy, an ageing population is
an inevitable factor facing many within the OECD and it is also a phenomenon which
will increase the number of claimants for old age pension resources.

Debates about whether the world’s populations are ageing in aggregate are not
challenged in this chapter. Rather a significant body of documentary and statistical
evidence is drawn upon to indicate the future claims budget guardians will be forced to
satisfy (regardless of their personal beliefs). The following discussion examines the
analysis of budget claiming (McCaffery and Jones 2001; Peterson and Howe 1988; Taverne 1995;
Wildavsky 1988).
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extent to which populations are ageing and examines how this may impact upon the
‘claiming function’ of government.

Evidence of an Ageing Population
The impact of population ageing on national economies and welfare state programs is
commonly presented from two perspectives. One perspective holds that ageing is a
crisis which restricts national economies, threatens the future existence of the welfare
state and highlights the need to restructure public expenditure (OECD 1988a:7). The
opposing perspective argues that the social and economic effects of ageing are
substantially overstated. It suggests that significant demographic transition has occurred
on many occasions throughout history and has been successfully absorbed by national
economies (OECD 1995; Treasury 2002b; Victorian Treasury 2003:9).

By drawing on the demography of respected scholars and statistical agencies (that
employ universally acceptable methodologies) this chapter takes the middle ground
between the two perspectives. It argues that countries are not necessarily facing an
acute crisis, but the incidence of low fertility, lower mortality and increasing longevity
will place demographic pressure on Australia, Canada and Sweden to fulfil pension
commitments over the coming decades. That is, population ageing – in particular, the
retirement of the baby boomers – will over time place increasing pressure on pension
systems to meet their financial commitments.

Changes in the demographic profile of a nation are usually a result of two interrelated
factors; movements in fertility and mortality. Changes in fertility rates (usually
measured as the number of live births per woman) impact significantly on the ability of
a nation to replenish its population and to provide economic capacity. Without adequate
levels of fertility, a population will decline over time and struggle to achieve growth in
economic productivity (OECD 2003b:11). Fluctuations in the mortality rate
(represented by deaths per 1000, or changes in age cohorts or cohort longevity) can also
have profound social and economic consequences. Significant declines in mortality
drain national economies of productivity, place pressure on government revenue and
also place pressure on national governments to maintain social welfare expenditure.
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This chapter now turns to consider the incidence of population ageing and then
considers its impact on national pension systems.

Declining Fertility Rates
For over a century Australia, Canada and Sweden have experienced a transition towards
smaller families with a higher proportion being childless: a trend steepened during
periods of war and economic depression. Since the 1860s fertility rates have steadily
declined from a high of around 6 births per woman to less than 2 births per woman at
the turn of the Twenty First Century. Figure 2 demonstrates the severity of the decline
in national fertility rates since 1900. 2

The well documented departure from this decline occurred with the birth of baby
boomers during the post-war period. The aggregate effects of a marriage boom (caused
by a reduction in the average age of first marriages for women and an increase in the
proportion of women marrying), an immigration boom (characterised by ideas of
populate or perish) and a ‘catching up’ of births postponed during the war and the
depression (due in part to increased ‘knowledge of sub-fertility and medical treatment of
it’), helped to significantly reduce the incidence of childlessness within relationships
(Haas and Serow 2002; Hugo and Wood 1983:6). As a consequence, Australia, Canada
and Sweden each experienced a sharp increase in the fertility rate between 1945 and
1950 and the birth of the baby boomer generation (ABS 2003a; Frejka 2004; Statistics
Sweden 2004).

But the baby boom was short-lived. Within two decades fertility rates amongst OECD
countries had steadily declined in the face of significant social, cultural, and economic
change during the post-war redevelopment years. By the turn of the Twenty First
Century the trend towards ‘voluntary childlessness’ had become a significant aspect of
each country’s demographic profile and a source of concern for social planners and
policy-makers. Fertility within each country hit record lows where it has subsequently
remained at, or below, replacement rate.
2

It is also a trend to which governments have displayed an historical interest. For example, a decline in
the fertility rate in Australia (brought about by the depression of the 1890s) proved to be significant
enough to warrant the establishment of a Royal Commission into the Decline of the Birth Rate and on
Mortality of Infants in New South Wales (Hugo and Wood 1983:5-6).
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Several explanations have been offered for the decline in fertility over the past century –
with most centring on the changing role of women within society. These explanations
provide important justifications as to why fertility rates are unlikely to change
significantly over the following decades.

Medical advancements in contraception (in particular, the invention of the oral
contraceptive pill) significantly decreased the incidence of pre-marital pregnancy,
forced marriages and allowed women to pursue relationships without the fear of
childbirth. Moreover, medical and legal advancements in sterilisation and abortion
provided women with greater opportunities to reduce unwanted fertility (van de Kaa
1998:6.1). For those women who did marry, these advancements gave them
opportunities to not only postpone childbirth, but also to have fewer children (Festy
1984).

Changes in the status and recognition of women in society were another important set of
factors that contributed significantly to the gradual decline in fertility. Post-war
developments granted women enhanced legal rights to judicial separation and divorce
which, among other things, facilitated the declining incidence of marriage and the
increasing incidence of childless pre-marital cohabitation (Caldwell 1982:186-187). In
addition, the slow erosion (over a 40 year period) of legal and social barriers preventing
the participation of women in the workforce impacted substantively on the decision to
have children. 3 But confronted with few or inadequate social structures (particularly, in
Australia and Canada) to support a woman’s desire to work and still have a family,
women elected in greater numbers to pursue careers in lieu of childbirth (Summers
2003:21-38).

3

For example, in 1966 the Menzies government abolished the Federal government marriage bar. The bar
prevented women who were married from working within the Commonwealth Public Service.
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Figure 2 – Historical Decline of the Fertility Rate in Australia, Canada and
Sweden 1900-2000
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Source: Australian figures derived from Hugo and Wood (1983:5); Canadian figures derived from OSFI
(1995; 2000); Swedish figures derived from EU (2001a) and Statistics Sweden (2004).

Given the history of fertility over the past century, it is predicted that low levels of
fertility will continue to characterise the demographic profile of each country over the
coming decades. This, some have argued, will place constant upward pressure on the
demographic profile of each nation (Frejka 2004; OECD 2003b).
‘Declining Mortality and Growing Longevity’ 4

Since 1900 the mortality rates for both males and females have been in decline.
Australia, Canada and Sweden have each experienced a decline in mortality across all
age cohorts, with the most significant gains recorded in the 45 and over age groups
(AGA 1995:23; OSFI 2000; Statistics Sweden 2003). As a result the average age of
each population has risen dramatically over the past century.

Between 1900 and 2000 the life expectancy of men and women increased significantly.
The average life expectancy of Australian men and women rose from 51 to 76.5 years
and 55 to 82 years respectively. The average life expectancy of Canadian men and
women rose from 54 to 81years and 56 to 85.5 years respectively. The average life
expectancy of Swedish men and women increased from 50 to 77 years and 53.5 to 82
years for men and women respectively (ABS 2002a:Table 48; OSFI 2000:61, 2003:2-3;

4

Quoted from comments by Professor Graeme Hugo (Professor of Demography at Adelaide University)
on Australian Radio (the ABC’s National Interest Program, 1 March 2004, 4-6pm).
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Statistics Sweden 2003). Thus, official statistics indicate that a greater percentage of the
population is not only reaching the age of retirement, but also living significantly
longer.

Today, current life expectancies stand at nearly double the rate of what they were in
1900. In 2000 the average life expectancy for Australian and Swedish men and women
(above the age of 65 years) stood at 15 and 17 years for men and 19 and 20 years for
women respectively. If this demographic actuality is coupled with predictions that
people will live on average another 18 (males) and 21 (females) years past retirement
age over the next 25 years, then questions about the ability of pension schemes to fund
additional commitments come to the forefront of public policy (ABS 2002a; OSFI
2003; Statistics Sweden 2003).

The sustained decline in the rate of fertility national fertility and mortality coupled with
a sustained increase in longevity, has resulted in the growth in those aged 80 years and
older – the oldest age cohort. Developments in modern medicine and open access to
pharmaceuticals and retirement income systems have been two of the main factors
leading to the significant growth of this age cohort. If these technological and social
trends continue, each country will not only experience an increase in the numbers of
those aged 65 years and above but also a significant increase (approximately 35 per
cent) in the 80 years and above cohort by 2050. Figure 3 demonstrates the projected
increase in the age of people aged above 80 years. The projections contained within
Figure 3 provide statistical evidence to the assertion that populations are not just
growing older, but also living longer.
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Figure 3 – Percentage of the Elderly Population Aged 80 Years and Above in
Australia, Canada and Sweden 2000-2050
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Source: Australian figures from DoHAC (1999) (based on ABS data) and triangulated with ABS (1998;
2001a); Canadian figures derived from Statistics Canada (2003); Swedish figures derived from EU
(2001a:109), based on Eurostat central scenario.

With declining fertility and mortality rates and evidence of growing longevity, it is
predicted that each country will experience a sustained growth in the numbers of old age
pensioners between the years of 2000 and 2050. Figure 4 demonstrates that Australia is
set to experience a moderate, yet sustained rise in the number of pension beneficiaries,
with the highest rates of growth occurring between 2010 and 2040. It is predicted that
by 2040 the number of persons reaching the age of retirement will stabilise at 5.1
million where it will plateau and slowly decline until the end of the century.

The trajectory of the growth in Canada is the most dramatic of the three countries. The
numbers of old age pensioners are predicted to double within a thirty year period. The
Canadian government actuary predicts that Canada will experience the most substantial
increases between the years 2010 and 2040, with more moderate increases until 2075
where it will plateau towards the end of the century (OSFI 2000). Demographers have
linked the severity of population ageing to the higher intake of migrants Canada
received during the post-war period and the relatively quick adoption of Canadian
fertility patterns displayed by migrants (Statistics Canada 2004a).

Sweden, by comparison, is predicted to experience a more moderate increase in the
level of pensioners than in the other countries. The most dramatic increases are set to
occur between 2000 and 2030, with only minor increases predicted to occur until the
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end of the century. Figure 4 provides an indication of the numbers of old age pensioners
in Australia, Canada, and Sweden between 2000 and 2050.

Figure 4 – Estimated Recipients of Old age Pension Benefits (in millions) in
Australia, Canada and Sweden 2000-2050
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Source: Australian figures derived from Treasury (2002b:43) and FaCS (2003); Canadian figures derived
from OSIFI (2000); Swedish figures derived from EU (2001a), using central scenarios from the Eurostat
databases.

The discussion has thus far revealed the factors influencing demographic transition in
Australia, Canada and Sweden. The ‘lack of babies’, increased longevity and declining
mortality (through better health care for the aged) and that ‘demographic midriff’, the
boomers, have caused an increase in the average age of the population over the last
century – an average that is predicted to grow over the next half century (Maken
2003:27). The statistical data presented has also demonstrated the varying degrees in
which the forces of ageing will impact upon each country. Canada is set to experience
the most dramatic effects, with Australia and Sweden projected to experience more
moderate and subtle changes respectively. From these demographic foundations, the
chapter turns to consider the likely impact ageing populations will have on the cost of
old age pension systems in Australia, Canada and Sweden.

Ageing and Old age Pension Systems
Ageing populations directly impact on the ability of national economies to finance old
age pension systems. The balance between the young and the old (within an economy)
is a crucial element in determining the productive capacity of a nation and in providing
the resources necessary to finance social welfare benefits. Declining fertility and greater
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longevity directly impact upon this balance, which, in turn, directly affects the costs of
old age pension programs.

The following section cites the declining levels of the economically active and the
increasing incidence of economic dependency as the main sources of evidence to
support predictions about the growth of old age pension expenditure. It argues that a
fertility rate of less than two (see Figure 2) coupled with greater longevity (see Figure 3)
will place pressure on a three-pillared pension system to meet its longer-term financial
commitments.

Accurately predicting old pension expenditure, over a fifty year period, is inherently
problematic. Uncertainties about the size of aged populations, changes in benefit levels,
trend in the eligibility of pension programs and the extent to which people save and
provide for their retirement make predicting a difficult task (Horner 2001:1, 7). Despite
these impediments it is still possible to provide an indication of the future pressures
governments are likely to face. Economic predictions of future dependency rates and the
longer-term cost of pension systems offer two ways of measuring these future pressures,
as such the discussion turns to consider the changing nature of economic dependency
and the predicted cost of old age pension programs.

The Changing Nature of Economic Dependency

Evidence presented in Figure 5 suggests a steady decline in the current percentage of the
working age population between the years of 2000 and 2050. In Australia the size of the
working population is set to decline from 63 per cent (2000) to 56 per cent (2050). In
Canada the size of the working age population is predicted to decline from 66 per cent
(2000) to 59 per cent (2050). In Sweden the working age population is estimated to
decline from 64 per cent (2000) to 57 per cent (2050). This decline is expected to exert
influence over the economies of each nation and the ability to provide old age pension
resources.

The effects of this predicted decline are twofold. First, a declining workforce will
negatively impact on the available levels of resources to finance old age pension
commitments. The predicted decline in the number of working age people (from above
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62 per cent in each country (in 2000) to a level approximating 56, 59 and 57 per cent in
Australia, Canada and Sweden respectively (in 2050)) will restrict the capacity of each
population to provide income, corporate and consumption taxation – the primary source
of resources for first pillar pension schemes (see Chapter 6). It will also inhibit the
aggregate number of individual contributions crucial to the success of second and third
pillar pension programs.

Figure 5 – Percentage of the Total Population Aged Between 15 and 64 years in
Australia, Canada and Sweden 2000-2050
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Source: Australian figures derived from Treasury (2000); Canadian figures derived from OSFI (2000);
Swedish figures derived from EU (2001a), using the Eurostat central scenario.

Second, the existence of fewer workers has a profound impact on the nature of
economic dependency within an economy. Figure 6 indicates the future levels of
pressure an ageing population will place on each country by demonstrating the
percentage of a population that will be dependent on the working population for social
benefits. By the year 2050 Australia will face the greatest level of dependency. Figure 6
reveals that between 2020 and 2040 Australia is predicted to experience a significant
increase in economic dependency (that is, 48 per cent of Australia’s population will be
economically dependent on the working population). The growth of dependency in
Canada over a fifty year period is also significant. In 2000, the level of economic
dependency stood at 18 per cent of the population, actuarial estimations suggest this
figure will rise to 42 per cent by 2050. Sweden, by contrast, is likely to experience
flatter levels of growth over the same period, despite starting from a higher level of
economic dependency.
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In short, future generations will face a numerical increase in the number of ‘claimants’
for old age pension resources and the likelihood of fewer financial contributions. This
may create intergenerational tension between those who are economically active and
those who are dependent – particularly with regard to the financing of pay-go pensions
(see Chapter 6). Current workers will expect a level of benefits similar to those received
by current pensioners, but increasing demand and declining revenues will present
problems for governments that seek to meet the expectations of future retirees.

Figure 6 – Old Age Dependency (approximate percentage) in Australia, Canada
and Sweden 2000-2050
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Source: Australian figures derived from OECD (2001a); Canadian and Swedish figures derived from
OECD (1998a) and EU (2001a:12).

There is little historical precedent to indicate how governments might deal with a steep
change in the level of economic dependency. Old age pension systems were established
during periods of low economic dependency, thus the financing of pension programs
drew very little attention (see Chapter 2). Pay-go systems (be it first or second pillar
schemes) generally hold enough resources to finance the pension commitments of one
generation (World Bank 2001). A change in the level of dependency threatens their
stability. If current workers are to receive the same level of pension benefits (enjoyed by
previous generations) future workers will be forced to bear the financial burden through
comparatively higher levels of pension contributions or greater expenditures from
general government revenues. Future governments will be forced to consider the
affordability of current social structures in the face of declining revenues and increasing
demands. If predictions about the future levels of dependency and workforce
participation prove to be correct, then old age pension financing will become a
significant aspect of future political agendas.
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Longer-term Costs

Official statistics paint a startling picture concerning the proportion of GDP that old age
pension programs will consume over the coming decades. Pensioner populations are
predicted to reach over 5 million, 11 million and 2 million in Australia, Canada and
Sweden respectively by the year 2050 (see Figure 4). This will directly translate into
increased pension costs over the longer-term and increased pressure on governments to
fulfil benefits commitments.

Long-term projections indicate that while Sweden is likely to experience the greatest
levels of public expenditure (which will peak at 11.5 per cent of GDP in 2040),
expenditure growth is predicted to be considerably less than the other two countries. In
comparison, projections of spending in Australia and Canada suggest a steep increase in
the level of GDP consumed by pensions – especially, between the 2020s and the 2040s
– is imminent. By the middle of the century each country will be spending over 5 per
cent of annual GDP on old age pensions alone (see Figure 7).

Analysis of the growth in expenditure predicted over the coming decades highlights
three revealing aspects about the pension systems of each country. First, the high level
of predicted pension expenditure but flat growth, is indicative of both the wealth of
Swedish pensioners and the generosity afforded to them by the state. Second, the
continual growth of the Australian pension system (as a proportion of GDP) suggests
that superannuation (Australia’s second pillar system) will not provide the intended
alleviation on the tax-financed age pension that its policy-makers promised (Coates
2004:82). It suggests that superannuation may fail to mature in the same way as the CPP
and the Swedish systems have matured. Third, the growth in Canadian expenditure
indicates the time it will take for the changes that were made to the CPP/QPP’s
contribution rates (during the 1990s) to take effect.
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Figure 7 – Estimated Expenditure on Old Age Pensions as a Percentage of GDP in
Australia, Canada and Sweden 2000-2050 5
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Source: Australian figures derived from Treasury (2002b:69), with exception of 2050 which was sourced
from Creedy (1999:243); Canadian figures derived from Horner (2002:6); Swedish figures derived from a
joint submission by the MoF and NSIB (2001:8) to the EU’s Economic Policy Committee.

In summary, the consequences of demographic transition will be significant for each
pillar of the pension system over the next five decades. Tax-financed first pillar pension
schemes will not only have to shoulder an increased number of ‘claimants’, but also the
financial failures of second and third pillar schemes. Second and third pillar
contributory schemes will also have to provide retirement benefits for an extended
period of time. Second and third pillar schemes will be increasingly asked to provide
benefits for those aged 80 years and above – something which they were not largely
designed to do (see Figure 3).

Given the pressures for old age pension resources outlined above, the chapter now turns
to explore when pensions become part of the political agenda in Australia, Canada and
Sweden. Understanding the political context that is necessary to elicit policy reform
when the pressures of demographic transition take hold, will undoubtedly be a useful
tool for policy makers of the future.

What Sparks Government’s Interest in Old age Pensions?
The discussion so far has demonstrated the degree to which populations are likely to age
and place expenditure pressures on national governments to meet the pension
5

Pension expenditure refers to the OAS and GIS programs only, the Canadian government does not
consider benefits paid from the CPP as inclusive of publicly funded old age pension expenditure and it is
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commitments of the future. As such, this has outlined the basis of the entitlement
problem facing governments of the future. But ageing is not a new phenomenon, it is
actually a phenomenon that governments have known about since the birth of the baby
boomers in the 1940s and 1950s. This then begs the question of: why did the Canadian
and Swedish governments wait until the 1990s to seriously consider the predictions of
demographers and economic modellers before embarking on a program of pension
reform? In addition, why has the Australian government only recently acknowledged
(through the publication of the Intergenerational Report (Treasury 2002b; see also
Costello 2004a; Productivity Commission 2004, 2005)) the looming pressures of an
ageing population?

The following section seeks to explain why, at different times, old age pensions become
a part of the political agenda. Through the application of two theoretical frameworks,
Kingdon’s (1995) model of ‘colliding streams’ and Downs’ (1972) ‘Issue-Attention
Cycle’, the discussion addresses the questions outlined above. It also predicts the
likelihood of when pensions will become part of future political agendas. That is, when
the pressure from structural demographic transition will place old age pensions on
national political agendas and facilitate old age pension review.

Both Kingdon’s (1995) and Downs’ (1972) models were chosen for this thesis because
of their suitability towards ‘structural claiming’, as opposed to more conventional forms
of activist political claiming. Other models of agenda setting offer equally compelling
accounts of how a national agenda is formed, but their focus concentrates solely on the
role of activist politics within a democratic polity. (For example, Yeatman’s (1998)
work on policy activism provides a strong contribution to agenda setting theory, but
reveals little about formation when it is driven by structural or latent factors). 6 In other
words, pension politics is not purely a consequence of claimant activity it is also a
consequence of cyclical and linear forces/pressures that are common to many
democratic polities.
therefore absent from the statistical constructs.
6
Yeatman (1998) offers a normative, contestable definition of policy activism: ‘Activism… by its nature
is a publicly declared and open contribution to political life. It is a commitment, statement of vision,
declaration of values, and offering of strategic action, all of which are publicly declared. The activist is an
actor who is prepared to stand for and by his or her vision and values within what is an openly contested
territory… The activist does not stop being an activist if and when he or she succeeds in having this
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Theoretical Explanations
Understanding the complexities of political agendas and action has been a source of
academic debate for many decades. Numerous models have been developed to explain
how conditions attach to problems, appear on the political agenda and, finally, become
decisions of public policy. These models have proved powerful explanatory tools within
the field of policy studies and have provided valuable insight into the influence of
political actors within western liberal democracies.

Kingdon’s (1984; 1995) ‘Agendas, Alternatives and Public Policies’ is widely regarded
as a seminal text within the field of agenda setting theory. Through the examination of
health and transportation policy, Kingdon (1995:2) sought to explain ‘why decision
makers pay attention to one thing rather than another’, as a means of determining the
agenda setting process within American politics. Kingdon offered a new perspective on
the ‘Garbage Can Model’ of organisational choice originally developed by Cohen et al.
(1972) by identifying three crucial elements which define the agenda setting process.
These elements are categorised as: the nature of government; streams; and policy
windows.

Kingdon’s (1984; 1995) theory is underpinned by a distinct definition of public
institutions and political actors. 7 He argues that public institutions are akin to ‘organised
anarchies’ which, over time, demonstrate three universal characteristics: problematic
preferences; unclear technology; and fluid participation (1995:84). Drawing upon the
work of Cohen et al. (1972), Kingdon argues that an organisation more closely
resembles a collection of loose ideas than a coherent structure. People, within public
organisations, characteristically are not precise in their definition of goals or
preferences. Moreover, when the preferences of participants are defined they often
conflict and display inconsistency both between and within individuals (1995:84).

vision adopted as policy. Until the contest itself subsides, those who are prepared to publicly stand for
particular value commitments and visions are required to be activists on their own behalf’ (1998:33).
7
This definition concurs with Allison’s (1971) analysis of the Cuban Missile Crisis. According to Allison
(1971:164): ‘The government actor is neither a unitary agent nor a conglomerate of organizations, but
rather a number of individual players. Groups of these players constitute the agent for particular
government decisions and actions’.
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Hence for Kingdon, public institutions over time demonstrate a tendency towards
inconsistent and disorganised behaviour.

Kingdon also contends that public institutions are subject to ‘unclear technologies’
because of the lack of understanding displayed by participants about an organisation’s
processes. Participants may know their own jobs, but only have a small or fragmentary
understanding of the general picture of the organisation. Therefore, participants within
agencies operate by such ‘unclear’ means as ‘trial and error’, ‘learned experience’, and
‘pragmatic intervention’ during times of crisis (1995:84).

According to Kingdon (1984; 1995), public organisations are also subjected to the
forces of fluid participation, with participants constantly drifting ‘in and out’ of the
decision making sphere. This comes as a result of the variance in, such aspects as, the
time and effort devoted to individual issues and the attendance of various individuals
(for example, who is invited and who shows up to crucial meetings and events).
However much these characteristics appear to inhibit the functioning of an organisation,
Kingdon concedes that organisations ‘do function’, make decisions and ‘adapt quite
well’ to changing circumstances (1995:84-85).

The second element recognised by Kingdon (1995:87) involves the ‘process streams’
that run through government. These ‘process streams’ provide the basis upon which
political decision-makers assess problems, conditions, or factors. The streams are
recognised as:

1. The ‘Problem’ Stream. In this stream problems often become recognised not as
a result of political pressure, but as a result of indicators which inform decisionmakers that there is a problem out there. These indicators are found in the form
of events, crises and symbols in which decision makers are subjected to and in
turn recognise (1995:90-115).
2. The ‘Policy’ Stream. In this stream policy communities form around an issue
and policy entrepreneurs pursue ideas which mutate and become refined (as a
result of technical feasibility) and proposals and alternatives rise to the top of the
agenda (1995:116-144).
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3. The ‘Political’ Stream. In this stream the extent of the national mood, the
power of organised political forces and structural characteristics (that is,
jurisdictional powers) provide an environment whereby political elites can build
the level of consensus necessary for decision-making (1995:145-164).

The streams largely operate independent of one another and when they collide or couple
it creates an opportunity for an issue to be placed on the political agenda (1984:152).
According to Kingdon (1995:165), colliding streams provide opportunities for
‘advocates of proposals to push their pet solutions, or to push attention to their special
problems’, thus representing the third aspect of the model. Through the examples of
health and public transportation, Kingdon (1995:169-178) argues that ‘policy windows’,
by their very nature, are only open for brief moments (instances when compelling
problems within a political stream become apparent) in which political actors or ‘policy
entrepreneurs’ must ‘seize opportunities’ before the window closes.

The explanatory power of Kingdon’s model lies in the indication as to why ‘systematic
indicators’ (such as, crises, disasters, or the feedback arising from the operation of
programs) grab the attention of those in (and around) government and why people
define these indicators as problematic (1995:19). Structural forces, or slow moving
transitions, are less likely to attract political or policy attention, hence it is necessary to
consider other explanations of agenda setting which can accommodate these factors.

Downs’ (1972) ‘Issue-Attention Cycle’, by comparison, offers an alternative
understanding as to why political actors become interested in certain issues or problems.
Whilst simultaneously trying to explain why environmental issues ‘suddenly’ assumed a
‘high priority’ within American domestic policy and predict how long ecological
matters would attract public attention, Downs (1972:1) offered a five stage model of
agenda setting. The five stages identified by Downs (1972) are as follows:

1. ‘The pre-problem stage’. This occurs when a highly undesirable social
condition exists but has not captured much public attention.
2. ‘Alarmed discovery and euphoric enthusiasm’. As a result of dramatic events,
the public becomes aware and alarmed about the ‘evils of a particular problem’,
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which is invariably accompanied by ‘euphoric enthusiasm about society’s ability
to “solve this problem”.
3. ‘Realizing the cost of significant progress’. Consists of a ‘gradually spreading
realization that the cost of “solving” the problem is very high indeed’.
4. ‘Gradual decline of intense public interest’. This stage involves a gradual
decline in the ‘intensity of public interest in the problem’, as more and more
people realise how difficult and costly it is to solve the problem.
5. ‘The post problem stage’. In this stage the issue moves from the centre of the
stage into a ‘prolonged limbo’. Issues that have gone through the cycle are most
likely to receive greater attention next time around (1972:2-3).

Downs (1972:3) argues that ‘not all major problems’ pass through the ‘Issue Attention
Cycle’. It is only on the occasions when a problem impacts upon a numerical majority
of people (making it ‘dramatic and exciting’) that it will capture ‘the public attention’,
move through the entire issue-attention cycle and eventually ‘fade from the centre of the
stage’ (1972:3).

Pension Reform Between 1980 and 2000: Explaining why Governments Become
Interested in Old Age Pensions

The application of agenda setting and issue attention models to recent pension reform
provides an interesting but not necessarily accurate picture about the relationship
between old age pensions and decision-making in Australia, Canada and Sweden. This
section argues that old age pension reform is neither a function of policy streams
(windows) or a function of the issue attention cycle alone, 8 rather pension reform is a
function of both theoretical perspectives. Issues relating to old age pensions tend to
‘oscillate’ between high and low levels of political interest or intensity when elections
are imminent, but do not translate into pension reform until they collide with economic
and demographic circumstances (as envisaged by Kingdon 1984; 1995). When these
three pressures have collided they often capture the interests of policy-makers and ideas
about pension reform become part of the political domain.

8

For a discussion regarding the limitations of Kingdon’s (1984; 1995) model refer to Lipson (2004:7-14).
A critique of Down’s (1972) model can found in Robinson (2003).
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Figure 8 provides a graphical representation of how each factor functions and
interrelates. Each of the factors has been derived using key underlying assumptions.
First, economic cycles generally operate on an 8-10 year basis. The discussion assumes
that political intensity is at its highest when a country is experiencing the bottom of a
cycle and alternatively political intensity is at its lowest when the economy is in good
health. Second, political or electoral cycles operate on a 3-4 year basis (depending on
the country in question) with pension issues generally occupying a brief period of each
election campaign. 9 The discussion assumes that political intensity is high during the
third and fourth years and low in the first year of the cycle. Finally, demographic factors
are assumed to exert a different level of pressure. It is assumed that demographic
pressure grows in a linear fashion with political intensity at its highest when populations
are at their oldest.

Figure 8 – The Oscillation of Old Age Pension Issues in Australia, Canada and
Sweden 1980-2000
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The Economic Context of Pension Reform

The governments of Australia, Canada and Sweden each experienced fiscal crises (to
varying degrees) at various times throughout the 1980s and 1990s. Crises drew the
attention of political elites to the necessity of expenditure reform and were crucial in the
‘pre-problem’ and ‘problem recognition’ stages of pension reform. A sense of fiscal
crisis placed enormous pressure on political elites to reduce levels of public expenditure
and alleviate the growth in public debt that was crippling each country. The
9

Australia holds general elections every three years, while Canada and Sweden each have four year
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governments of each country staked their political credibility on effectively managing
national economies and campaigned heavily on that basis. For example, the reform of
the Canadian pension system was ‘launched’ at a time (post the 1994 federal election)
when the deficit-to-GDP ratio had risen ‘virtually uninterrupted’ since the mid-1980s
(Martin 1998). Throughout this period the control of social welfare expenditure was
viewed as essential in relieving the tax burdens experienced by many workers and as a
means of improving economic growth, debt reduction and the electoral prospects of the
Canadian Liberals (CCPAC 1997; Greenspon and Wilson-Smith 1997; Welfare
Commission 2002). Similarly in Sweden, tax burdens and rising public expenditure
were politically damaging and electorally unsustainable (Paulsson 2003:132-133). 10

Faced with a serious fiscal problem the governments of Canada, Sweden and, to a lesser
extent, Australia had considerable ‘political incentive’ to ensure the financial stability
and economic efficiency of their pension systems (Brooks and Weaver 2003). A
financially stable pension system alleviated the need for public assistance and also
provided a significant pool of resources vital for economic growth. In addition, a lean
and inexpensive public pension system provided immediate cost savings and alleviation
from the expected pressures of the baby boomers.

The Political/Electoral Context of Pension Reform

Chapter 2 highlighted a trend towards the recognition of old age pensions during
periods of electioneering. Throughout democratic history, parties from both sides of
politics have displayed a tendency to make promises during elections which have
triggered reviews into pensions in the immediate years after. The brief loss of power by
the Social Democrats in Sweden and a change of government in Canada (from the
Conservatives to the Liberals) placed social welfare spending, especially pensions, on
the platforms of each major party (see Chapter 2). In addition, negotiations between the
union movement and the ruling Labor government placed compulsory superannuation
on the Labor party platform (Combet 2004:19-20). This trend recurred throughout the
1980s and 1990s when the governments of Australia, Canada and Sweden chose not

parliamentary terms.
10
During the 1990s the ‘tax quota’ peaked at 53 per cent of GDP in Sweden, while public expenditure
topped 63 per cent of GDP in 1996.

168

only to incorporate pension review into party platforms but also offered substantial
benefit increases between 1985 and 1990. 11

A group of strong institutionalised welfare lobby groups, either within or attached to
government, also emerged to play a crucial role in shaping political context of pension
reform (Brooks and Weaver 2003). These bodies, derived mostly from the periphery of
the pension policy domain, imparted a different level of influence during the election
campaigns of the mid-1980s and the early-1990s. They dove-tailed concerns about the
financial sustainability of public programs during times of debt, deficit and economic
recession with other concerns about pensioner welfare and poverty. As such, the
existence and activities of these groups facilitated the use of pensions (during elections)
in two ways: first, pensions were offered as bribes to secure the ‘aged vote’; and second,
pensions were used to highlight the salient and sizeable problems of pensioner poverty.
In short, these groups were able to mobilise sufficient public interest to ensure that
pension issues oscillated onto the political agenda during election years and election
campaigns, however, significant reform did not occur until the three factors collided in
the early-1990s.

The Demographic Context of Pension Reform

The problems associated with demographic transition engendered a vibrant discussion
within Canada and Sweden. In Canada, a combination of actuarial calculations by
Statistics Canada, the Government’s Chief Actuary and quasi-governmental welfare
research bodies (such as, the NCW) provided a strong basis for the Conservative and
Liberal governments to interact with an intellectual community concerned about the
problems of an ageing population. Likewise, the Swedish ‘tradition for long-term
thinking’ (OECD 1992:272) provided the impetus for action during the ‘problem
recognition phases’. The numerous administrative bodies and research institutes (such
as, the actuarial divisions of the NSIB, the National Institute of Economic Research,
Statistics Sweden and the Expert Group on Public Finance) proved to be influential

11

Governments also embarked on major reform of each system during this period. For example, the
Australian Labor government campaigned heavily for the establishment of a superannuation scheme
during the 1987 and 1990 federal elections. Both the governing parties of Canada and Sweden followed
similar trajectories in the reform of each pension system.
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voices in alerting the central government to the need for pension reform and in
canvassing realistic policy solutions to prevent pension fund insolvency.

Demographic issues, by comparison, received much later public recognition by the
Commonwealth than other central government administrations – despite the Economic
Planning and Advisory (EPAC) Report of 1988. While internal assessments of
demographic transition may have occurred in government, there is little evidence to
suggest ageing was a paramount concern before the Charter of Budget Honesty Bill in
1996. The unique aspect of the Bill was an intergenerational reporting requirement (see
Chapters 4 and 5), which ‘virtually went unnoticed by the media and external
commentators’ (Interview with Steve Bartos, Former DoFA Official, 2002; see also
Wanna et al. 2000:245). This was one of the first steps taken towards public recognition
of the longer-term effects of ageing. Yet scant attention was paid by the government to
fulfilling the intergenerational criteria of the charter until six months before the release
of the first Intergenerational Report (Treasury 2002b). 12 In fact, it was not until the
release of the government’s follow-up report, Australia’s Demographic Challenges
(Costello 2004a; see also Productivity Commission 2004, 2005) that an Australian
government demonstrated a willingness to publicly discuss the future effects of
demographic transition on Australia.

Pension reform in Australia underwent a considerably longer gestation period than in
the Canada and Sweden. Although, Australia experienced periods of recession and
public deficit crisis during the 1980s and 1990s, pension reform did not reach the ‘dizzy
heights’ of Canada and Sweden. As such, the level of urgency to reform social spending
experienced in Canada and Sweden was not felt in Australia. The three pressures
depicted in Figure 8 collide between the years of 1993 and 1995. This period heralds the
most significant period of pension reform in each of the three countries. It was a period
when Canada attempted to implement the Failed Seniors’ Benefit, Sweden established
the Working Party on Pensions to create an entirely new pension system, and the
Australian government established legislation mandating compulsory superannuation
12

The Charter of Budget Honesty Act 1998 was first introduced by the Howard Coalition government in
1996 after accusations that the Keating Labor government provided misleading financial information in
the lead up to the 1996 federal election. Both Houses of Parliament eventually passed the Bill on 17 April
1998, providing a framework of budget transparency unprecedented in the history of Australia.
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contributions. The discussion now turns to a model of predicting when claimant
pressure might translate into old age pension reform and become a future matter of
public and political significance.

Predicting the Future Likelihood of Pension Reform: an Indicative Approach

Based on the assumptions underlying Figure 8, Figure 9 attempts to predict not only
when but how the three pressures might collide over time. Figure 9 is by no means an
exacting guide as to when old age pension reform will occur, rather it provides an
indication of how the three pressures may interact in the decades to come (the specific
dates are almost incidental – it is the pattern that is highlighted which is important).
Predicting the likelihood of future events is inherently problematic, thus the numbers
contained within Figure 9 are an average of the pressures faced by each country and
their relationship with the notions of high and low political intensity are deliberately
vague.

If the scenarios contained in Figure 9 are correct, old age pensions will possibly become
part of the political agenda on four occasions over the next half century. The first may
occur between 2013 and 2015, the second between 2023 and 2025, with the third and
fourth occasions around 2034 and 2045 respectively (highlighted by the four circles in
Figure 9). The fact that some of these pressures could potentially collide at different
points on the scale of political intensity is suggestive of the varying degrees of interest
in pensions across the three countries over time.

The cyclical nature of economic pressures and election campaigns and their interaction
with a linear force (demographic pressures) will create political opportunities for old
age pension review. That is, old age pension issues will, at relatively regular intervals,
move from a point which is low on the scale of political interest to a point that is high
(when the pressures collide) and oscillate back again when each of the cycles move to a
different stage. Hence, pension issues will move on and off the political agenda, not just
when ‘streams’ collide or when a cycle commences, but when pensions ‘oscillate’ into a
position of relatively high political intensity or interest and collide with demographic
pressures.
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Figure 9 – Future Policy Opportunities for Old Age Pension Reform in Australia,
Canada and Sweden 2010-2050
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Concluding Remarks
Rapidly ageing populations are predicted to impose structural pressures upon the
‘claiming function’ of governments. Ageing will place pressure on governments to
finance the claims of future pension beneficiaries and on each pension pillar to meet
future commitments. The projections outlined in the chapter provide a telling story
about how elderly populations will grow in aggregate, live longer on average and drain
future economies of economic capacity. While these may not be unique findings within
themselves, the need to satisfy this non-decisional source of pressure will impact
negatively on the stability of pension systems over the longer-term.

The chapter has demonstrated when pension reform is likely to become part of future
political agendas. It argued that old pension issues tend to ‘oscillate’ from a position of
low to high political intensity (and vice versa) when three factors or contexts collide.
Drawing upon a broad range of assumptions, the chapter developed an indicative model
governments could employ to predict the future likelihood of when pensions will attract
public attention, leading to the initiation of a review or reform process.

With these considerations in mind (that is, the likelihood of increased future structural
pressures and an understanding of how pensions become a part of the political agenda),
the thesis now turns to consider the ways in which governments can respond. The

172

following chapters explore the options open to governments through an analysis of their
three broad budgetary levers: the ability to generate resources; the ability to ration
existing resources; and, finally, the available policy options given the nature and
structure of old age pension and budget systems.
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CHAPTER 6

THE GENERATING FUNCTION:

GENERATING PENSION RESOURCES TO MEET FUTURE
PENSION COMMITMENTS

An ageing population, as demonstrated in Chapter 5, will place significant demographic
pressure on future governments to meet the financial commitments of old age pensions.
To cope with looming demands it will be imperative for central governments to
generate additional pension resources and, or, ration existing resources. This chapter
discusses the implications of engaging in resource ‘generation’ to remedy the impacts of
demographic transition on the longer-term financial stability of pension systems
(research question 2). 1 (Rationing will form the focus of the next chapter.) In doing so,
this chapter demonstrates three points about the generation of old age pension resources
in Australia, Canada and Sweden: (1) governments are the largest contributor to pension
systems; (2) governments have displayed a willingness to transfer the burden of
resource generation to the individual and the private market; but (3) complexity within
the generation function prevents these reforms from being fully realised and ensures the
primacy of government over the coming decades.

This chapter explores how modern pension systems are financed in Australia, Canada
and Sweden. It first provides a brief overview of the funding arrangements governing
pension systems, demonstrating in particular the dominant role played by government
within this area of public policy. This section examines who does and does not

1

The functions and principles of resource generation are akin to those of taxation. It is generally accepted
that the functions of a taxation system are fourfold. First, taxation is the principle means by which public
expenditure is financed. Second, it is a major source of income and wealth distribution, either from the
rich to the poor (progressive taxation) or from the poor to the rich (regressive taxation). Third, taxation
systems function as allocators of economic resources and finally, as mechanisms of economic
stabilisation. Each of the functions are determined by two classical principles of tax theory: the ‘benefit
principle’ (people should contribute to taxation according to the levels of benefits they receive from
government expenditure) and the ‘ability to pay principle’ (contribution to taxation should be based on a
person’s capacity to pay) (Bailey 1995:186; Groenewegen 1990:113-116; Mikesell 1999:283-304; Peters
1991:50).
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contribute to old age pension programs and outlines how pension contributions are
determined in each country.

Second, the chapter reviews the resourcing options that have been promoted by the
World Bank for over a decade. Since 1994, the World Bank has provided an
international platform for the advancement of various neo-liberal reforms to pension
financing. In particular, it has actively promoted the transition towards fully-funded and
privatised pension schemes. At this point, the discussion moves from merely employing
the World Bank’s (1994) three-pillared model as a conceptual device to assessing the
theoretical implications of adopting a system ‘less reliant’ on a ‘dominant’ state-funded
first pillar.

Third and finally, empirical evidence is offered as to how each country has adopted the
World Bank’s philosophies. It suggests that the adoption of these philosophies has
resulted in the emergence of conflicting trends which impair the effectiveness of the
reform process. Most notably, pension reform has seen the burden of direct resource
generation shifted from society generally to an individual responsibility in each country;
while society has simultaneously worn the cost of pension systems through generous
concessions granted by national taxation systems.

Financing Old Age Pension Systems in Australia, Canada and Sweden
The resources generated for the purpose of meeting old age pension commitments are
significant, with old age pension programs consuming more public resources than any
other government program within a single year. The total level of resources generated in
one financial year (2001) for CPP (Canada) and the pay-go and Premium Pension
(Sweden) stood at more than $US38.5 billion and $US737 million respectively (OSFI
2000:38; NSIB 2002a:13), while estimates suggest that the Australian superannuation
system receives approximately $US34.5 billion in contributions per year (APRA
2005:4; see also SSCSFS 2002:2).

Governments have historically been the largest contributor of old age pension resources,
under the principles of collective social provision. They have not only ‘footed the bill’
for pensions through annual budget allocations to tax-financed pension schemes, but
176

have also provided financial assistance (such as, in-kind contributions and tax
incentives) to the contributory schemes of middle and lower-income earners. The
remainder of pension resourcing is derived from the contributions of employers
(through the adherence to compulsory contribution legislation), the contributions of
individuals during periods of economic activity and earnings from the investment of
retirement savings in stocks and other financial markets. Statistics from various sources
indicate that on average between 40 and 60 per cent of the retired population receive
their main source of income from a government (first pillar pension), with second and
third pillar pensions providing the next most important sources of income respectively
(OSFI 2000; Palme and Svensson 1997; Wolcott 1998:19-20; World Bank 1994:39).
An important aspect of the model promoted by the World Bank (1994) was its challenge
to the existing mechanisms for financing pensions. By advocating a model with less
reliance on state-funded first pillar schemes, the World Bank argued the burden for
financing pensions should, over time, be transferred to the individual. In doing so, the
World Bank essentially presented a strong case of who it believed should pay for
pension benefits during a period of demographic transition. However, before an
investigation into the efficacy of the World Bank’s model commences, it is essential to
consider who does and does not pay for pensions under current funding arrangements.
The following section will also examine how funding is determined across the three
pillars and what role pension actors (as outlined in Chapter 4) play in these
determinations.
Who Pays for Old age Pensions and How is this Determined?
First Pillar Pension Schemes

State-funded, first pillar pension schemes consume the largest level of annual pension
resources in each country. Hence, the majority of a nation’s pension resources are
derived from general government revenues and the annual budget process. Determining
who pays for this pillar is a complex task requiring several assumptions, in particular,
that first pillar resources are primarily derived from the government’s largest sources of
revenue; (1) personal income taxation and (2) corporate taxation. 2
2

For example, the Australian government has cited its top three sources of revenue as: income taxation
(48.7 per cent); company tax (17.6 per cent); and GST (16.6 per cent) (ATO 2004:2.1). Canadian
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The existence of dominant income and corporate taxation systems in each country
generally means that the bulk of the tax base is derived from individual wage earners of
the lower and middle-income tax brackets and the firms that employ them, despite each
country having progressive income tax systems (Gravelle 1999). 3 Interview data
undertaken for this thesis suggests that decisions about income and corporate taxation
are determined by a similar set of ‘generation actors’ within each country.

For instance, a simplified view of the Australian system holds that the Treasurer, in
concert with the Department of the Treasury, is responsible for formulating tax policy
and for presenting it to Cabinet for approval. As such, the Treasurer and the Treasury
assumes responsibility for anticipating, conceptualising and assessing whether resources
are adequate to meet the first pillar pension commitments of government (see Chapter
4).

A similarly simple analysis of Canada and Sweden reveals that Finance Ministers along
with their respective ministries and revenue offices (Revenue Canada and RSV) work in
concert with tax commissioners to jointly make decisions regarding resource generation.
As such, these agencies also hold the anticipatory and conceptual responsibilities for
ensuring the adequacy of pension resources. Decisions across all three countries are
statistics revealed that Canada’s top three sources of revenue are: income and corporate taxation (62 per
cent); consumption taxes (including GST) (24.5 per cent); and social security contributions (9 per cent)
(Statistics Canada 2004b:Table 385-0002). Sweden, however, provides a slight departure from this course
where combined social insurance contributions make up the largest proportion of taxes collected (33 per
cent), with income and corporate taxes totalling 31 per cent and 5 per cent respectively (RSV 2004a; see
also OECD 2002b:Table 2).
3
The income tax rates for 2003/04 are as follows in each country:
Australia has five brackets:
(1) $0 - $6000 – Nil tax;
(2) $6001 - $21 600 – 17c tax for each $1 over $6000;
(3) $21 601 - $52 000 - $2652 tax plus 30c for each $1 over $21 600;
(4) $52 001 - $62 500 - $11 772 tax plus 42c for each $1 over $52 000;
(5) Over $62 000 - $16 182 plus 47c tax for each $1 over $62 500 (ATO 2004).
Canada has four federal rates and varying numbers of provincial rates (between 1 and 5) the federal rates
are as follows:
(1) $0 - $35 000 – 16c for each dollar;
(2) $35 001 - $70 000 - $5 600 tax plus 22c for each $1 over $35 000;
(3) $70 001 - $113 804 - $13 300 tax plus 26c for each $1 over $70 000;
(4) Over $113 804 - $24 689 tax plus 29c for each $1 over $113 804 (CRA 2004).
Sweden has four direct income tax brackets which are, in large part, collected by municipal governments:
(1) SEK0-50 000 – 18 % tax;
(2) SEK50 000-150 000 – 27 % tax;
(3) SEK150 000-250 000 – 31% tax; and
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then presented to Parliament and their coalition partners for approval and
implementation.

Second Pillar Pension Schemes

The resources that finance second pillar pension schemes (that is, superannuation, the
CPP/QPP, the pay-go and the Premium Pension) are generated from three main sources:
(1) the financial contributions of individuals; (2) the financial contributions of
employers and governments; and (3) earnings from the investment of pension assets and
contributions (see Chapter 3). From a budgetary perspective, these contributions are
often considered ‘off-budget’ sources of revenue because governments do not generally
use pension contributions to fund the general activities of government. That is,
contributions placed in specified or hypothecated holding accounts which are
administered by central governments.

Most second pillar resources are derived from monetary contributions made during
periods of individual economic activity, with governments shouldering more of the
financial burden in Sweden than in Australia or Canada. Enabling legislation legally
obliges the workers of each country to contribute a proportion of their annual income
(within specified limits) to pension schemes and also spells out the obligations of
governments and employers. Australia currently has the lowest minimum contribution
rate of 9 per cent, while Sweden has the highest contribution rate of 18.5 per cent, with
the rate in Canada currently standing at 9.9 per cent.

Variations in the contribution rates (and incentives to contribute additional amounts)
largely explain the differences in pensioner wealth experienced in each country. With a
minimum contribution rate of 18.5 per cent Sweden has some of the wealthiest old age
pensioners in the world. Swedish pensioners earn on average between 60 and 70 per
cent of their pre-retirement income (NSIB 2001:55). By comparison, with an increased
CPP/QPP contribution rate of 9.9 per cent Canada has made ‘significant advancements’
in the levels of pensioner income which now stands at an average of 60 per cent of preretirement income (Interview with David Rodgers, TBS, 2003). With a lower

(4) SEK500 000 and above – 42% tax (RSV 2004b:4.2).
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contribution rate of 9 per cent, Australian retirees, on average, experience a postretirement income level of between 40 and 45 per cent (Kelly 2003:5). 4

Those who determine resource generation for this pillar lie at the core of the old age
pension policy domain, except in Sweden, where second pillar contribution rates were
set at very high levels by a coalition of pension claimants during the reforms of the
1990s (see Chapters 2 and 4). This locked-in the generation function for decades to
come and will prevent claimant agencies from having to wrestle additional resources
from future guardians. 5

The Treasurer and the Treasury have been dominant actors in determining the
contribution rates for the Australian superannuation system since its establishment as a
compulsory scheme in 1993. Through its control of tax administration (ATO) and tax
policy the Treasury has maintained sole responsibility for ensuring the adequacy of
pension resourcing and the financial health of the superannuation system. The Finance
Minister and the DoF have similarly held responsibility for the maintenance of the CPP
system and for ‘setting the policy agenda’ for the generation of second pillar resources
(Interview with Pete de Vries, DoF, 2003). However, the existence of the triennial
review of the CPP’s solvency offers Canadian guardians an additional focus on the
generation of pension resources not seen in Australia or Sweden.

Under the CPP’s legislation, federal and provincial finance ministers must meet to
review the schedule of contribution rates once every three years. Amendments to
contribution rates then require the approval of at least two thirds of the population and
of all the provinces (HRDC 2002-2003:54). Adjustments to the contribution rates are
either a result of agreement amongst finance ministers to directly amend legislation or
agreement to alter the formulas that ensure the plan has a reserve equal to two years
benefits.

4

These figures are based on the scenario of an average single old age pensioner who is not claiming
disability benefits.
5
However, it is important to note that nothing prevents either a powerful Finance Minister or Finance
Ministry or Social Minister or Social Ministry (who monitor the financial aspects of the pension system)
from becoming active with regards to contribution levels and generation-related decision-making.
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Joint stewardship has made it notoriously difficult to increase the contribution rates of
the CPP, as it forces federal governments to build a level of consensus that crosses
federal and provincial boundaries. If consensus is not reached the responsibility for
providing additional resources inevitably reverts to the federal government, namely the
DoF (see Chapter 2). That being said, it is important to once again recognise that
nothing prevents powerful political actors, such as prime ministers, other CBAs and
social ministries from becoming involved within this field of public policy if
circumstances necessitate.

Third Pillar Pension Schemes

Private pension schemes form the final source of income retirement within each
country. With the exception of Sweden, private pensions provide a ‘very low fraction of
total retirement income’ in Australia and Canada (Boldrin et al. 1999:299). In other
words, whilst the total assets of private pension funds are significant in their own right
(assets totalling 62 per cent, 64 per cent and 66 per cent of GDP in Australia, Canada
and Sweden respectively (Boldrin et al. 1998:318; OECD 2001b:1)), this pillar only
provides retirement income to a small proportion of the population aged above 65 years.

Being the smaller component of the three pension schemes (but having some direct
beneficial consequences for public finances and revenues) governments have
encouraged individuals to adopt private pensions through incentives in the tax system (a
matter that is considered later in the chapter; see also Table 8). However, because
private pension schemes are voluntary, it is generally the wealthiest retirees who use
this pillar. These are also the individuals that are least likely to consume public pension
resources and, therefore, private schemes offer little aggregate relief to public finances.

Private schemes are characterised by a plethora of private firms that actively encourage
the adoption of private savings schemes. These firms lobby governments to provide tax
systems that are conducive to private savings and policy decisions which are biased
towards the investment of retirement income within the private financial services
industry.
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Preliminary Conclusions

This section has demonstrated that first and second pillar pension benefits provide the
bulk of retirement income for the average senior, with third pillar schemes providing the
remainder of weekly income. Despite third pillar pension schemes offering the greatest
alleviation on government finances, the above mentioned discussion highlighted that
third pillar schemes are more likely to be used by the wealthiest in society, who
incidentally, are the least burden on tax-financed pension schemes. This suggests a
major policy conundrum – prevailing policy directions are unlikely to reduce pension
dependency.

Generating resources (to fulfil the additional pension claims of the future) will,
therefore, be largely derived from those revenue sources which finance first and second
pillar schemes – that is, personal income and corporate taxation, contributions from
individuals and employees and investments from retirement income. But the incidence
of ‘tax revolt’ and population ageing has placed downward pressure on these sources of
government revenue over the past three decades (Grant 2004; Kato 2003:30, 124;
Walker 2004:7). With current levels of income taxation and corporate taxation in each
of the countries standing well above the OECD taxation average of 13.4 per cent of
GDP and the incidence of a declining workforce, the actions and decision-making
capacity of Finance Ministries will be crucial to the effectiveness of future budget
generation under these funding arrangements (OECD 2002b:Table B). 6

Who does not Pay for Pension Systems? The Policy Implications
Those who are ‘economically active’ or pay taxation contribute financial resources
toward old age pension programs. Individuals that fall outside this category – such as,
the young, the unemployed, the sick or disabled, full time carers (including child
rearing) and the lower-income segments of the aged – generally do not financially
contribute towards the retirement savings of a country (except marginally perhaps
through various indirect consumption taxes). Periods of economic inactivity deprive
people of the opportunity to contribute to individual pension schemes. Economic
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inactivity robs pension systems of resources (both through shorter periods of
contribution and lower levels of retirement income) and places pressure on first pillar
supplementary programs to provide retirement income to low or non-contributory
groups. In short, non-contribution is a significant cost to pension systems that impacts
on their actuarial and intergenerational foundations. The following discussion
demonstrates how each country absorbs the financial burden of non-contribution.

In Australia, as in Canada and Sweden, individuals that do not contribute to general
taxation throughout their working lives are still considered eligible for an old age
pension upon retirement. This mirrors other OECD governments which offer pension
benefits to individuals that have paid little or nothing into a program (Disney 1999a:13).
The existence of these groups causes an intergenerational imbalance within each system
that will be exacerbated when the baby boomers retire. That is, current and future taxpayers will finance some segments of the retired population that did not contribute
during their working lives.

The willingness to socialise the burden of economic inactivity has been a characteristic
of each country’s pension history (see Chapter 2). But the socialisation of economic
inactivity is problematic over the longer-term and impacts on the future stability of
pension funds. In particular, the scholarship has warned of the socially regressive effects
that economic inactivity can have on national pension systems (Disney 1999a; James
1996b; Schwarz and Demirguc-Kunt 1996). Writing on behalf of the World Bank,
James has argued:

Once a… system is set in motion, intergenerational transfers occur automatically
as a result of the ageing population and maturation process, sometimes in ways
that people did not expect and would have not chosen after an open discussion.
For example, because of the benefit and financing formulas commonly used,
some of the gainers are rich people in the earlier generations while some of the
losers are poor people in the later generations (James 1996b:5).

6

Figures from the OECD (2003) cite general government taxation for Australia, Canada and Sweden to
approximate 37 per cent of GDP, 41 per cent of GDP and 59 per cent of GDP respectively (OECD
2003a:Table 27).
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The introduction of second pillar schemes provided some relief to dominant first pillars
and an additional source of income for retirees, but did little to affect the incidence of
those who did not pay. In Australia, superannuation was and, still remains, a program
for the economically active and governments play no role in providing superannuation
contributions for the young, the unemployed, the sick or disabled or for full-time carers.
A parallel argument can also be mounted for Canada where CPP/QPP benefits are only
enjoyed by those who have participated within the labour force, however, the existence
of disability provisions is an important deviation. 7 Contributors to the CPP/QPP are
eligible to claim disability payments (after a contribution period of 10 years) prior to the
age of 65 years on qualified medical grounds (HRDC 2001b:26). 8 This means that a
fund member can potentially draw twice on the CPP/QPP’s resources causing not only
an intergenerational imbalance, but also a horizontal imbalance between a recipient and
his or her current generation of financial contributors.

In Sweden, the system for including the economically inactive is the most sophisticated
of the three countries. Sweden’s long tradition of accepting social responsibility for
those who are unable to work has manifested in the socialisation of intergenerational
inequalities through the provision of supplementary pension benefits to lower-income
earners. Under the Swedish model, pension credits are transferred to the pay-go
accounts of individuals during periods of economic inactivity. These credits provide a
means of absorbing the cost of non-contribution within a single generation. Rather than
providing additional payments (as in the CPP/QPP) for those deemed socially worthy,
Sweden provides pension contributions to an individual’s account (at a rate of 10.5 per
cent of benefit levels) for a range of non-employment reasons such as, child rearing,
sickness, disability and tertiary education. These additional benefits help to prevent the
incidence of horizontal inequality, at the point when benefits are paid to recipients,
while also providing an important source of long-term saving that will decrease the
future levels of intergeneration inequality. These credit provisions have important
beneficial implications for the longer-term stability of pension systems.

7

Estimates for 2001 predicted that 10.97 million Canadian workers made contributions to the CPP (OSFI
2000:77).
8
The financial cost of the disability component of the CPP in 2001 was estimated at 14 per cent of
expenditure (OSFI 2000:33).
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This section has argued that the structure of first pillar pension schemes offers a source
of post-retirement income to those who have never financially contributed. Arguably,
this has created a form of socially acceptable intergenerational inequality within the
public finance systems of each country. Furthermore, it suggested that the structure of
second pillar programs undermines the principles of actuarial soundness upon which
they were founded. Second pillar programs in Canada and Sweden offer selected
individuals, who experience periods of economic inactivity, additional benefits that are
financed by budgetary allocations or from the contributions of others. These benefits
have the effect of enhancing the incidence of inequity between generations (in the case
of Canada) and inequity within generations (in the case of Sweden) as current workers
are not only forced to contribute towards their own retirement income, but also to those
that have suffered economic inactivity. Such funding arrangements, while socially
beneficial, will place pressure on a dwindling workforce to provide the resources
necessary for future benefit commitments.

Reforming the Generating Function: the Significance of the World Bank
Agenda
Since the early-1990s the World Bank has been instrumental in recognising the link
between demographic change, the financial aspects of income retirement systems and
the need for reform (Blackburn 2002). Based on a ‘neo-liberal economic’ model of
reform, the World Bank urged national governments to reconsider the funding
arrangements governing pension systems through two interrelated lines of argument.
The transformation of pay-go schemes to fully-funded systems was seen as the first
essential step in stabilising pension programs, with the eventual transferral from the
public to the private domain providing the capstone to the reform process. As such,
throughout the 1990s, the World Bank promoted an agenda premised on shifting the
burden of pension financing from society to the individual and the private market (see
also Chapter 1).

The need to reform elderly welfare structures has also been a significant aspect within
the broader social policy literature (Myles and Pierson 2001:305; see also Chapter 1). A
body of literature, supporting the World Bank’s ‘hypothetical neo-liberal model’, has
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emerged over the past two decades advocating the redesign and modernisation of
national pension systems (Blackburn 2002; Cox 1998, 2000; Disney 1996; Kato 2003;
Pierson 2000). In the context of demographic transition, this literature has reinforced
market values, privatisation and the role of government welfare for those deemed the
‘deserving poor’ (Myles and Pierson 2001:305). Despite the warnings from some
sections of the scholarship, that a liberalised approach to funding neglects the social
foundations of pension systems and the economic benefits of public pension provision
(Disney 2000; Barr 2001; De Gier 2003), it has arguably dominated the discourse about
pension reform since the mid-1990s (see World Bank’s pension primers 1998-2002).
The discussion now turns to consider the reforms undertaken by each country and the
influence of the World Bank’s ideas on the reform process.
The Transition Towards Fully-funded Pension Schemes 9

Averting the Old Age Crisis (1994) provided the impetus for considerable scholarly
debate about the nature of pension financing, in particular as to whether governments
should abandon pay-go pension schemes in favour of fully-funded models. It argued that
pay-go pension schemes are especially susceptible to the pressures of an ageing
population and advised the international community to secure the future financial
stability of pensions by fully-funding dominant pension programs.

Over time, a body of literature evolved around the World Bank’s notion of fully-funded
pensions. Supporting many of the World Bank’s arguments, the literature argued that
the imminent retirement of the baby boomers and the fact that pension liabilities are not
accounted or budgeted for, were a sufficient basis for national governments to embark
on systematic pension reform (Blake 2000; Boldrin et al. 1999; Disney 2000; Yoon and
Talmain 2001). 10 The scholarship similarly pointed towards the prevalence of pay-go or
9

Pension schemes can be differentiated in two ways: pensions can be viewed as either a transfer of
resources from the ‘young to the old’ (as in unfunded pay-go systems) or seen as a transfer from ‘youth to
old age’ (as in contributory or funded schemes) (Blake 2000:F47).
10
A more substantive list of reasons include:
• ‘demographic trends’;
• ‘the rapidly increasing proportion of elderly people in the population’;
• ‘the rapid decrease in labour force participation of men, the slow increase in the participation of
women, and persistently high unemployment rates’;
• ‘the policy of increasing the real value of outstanding pensions at the rate of labour productivity
growth’; and
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unfunded schemes (that is, current pension payments are financed by current
contributions: either financed out of general government revenues or payroll taxes)
(Disney 2000:F2), arguing that it formed an ‘increasingly problematic basis for pension
finance’ (Myles and Pierson 2001:307).

For many scholars the future economic stability of pension funds provided strong
justification for reform (Chand and Jeager 1999; Palacios and Whitehouse 1998). Myles
and Pierson argued that pay-go pension schemes (whether contributory of tax-financed)
impose all the ‘costs of an ageing society on wage income’. They claim that since
pension schemes are often financed from the contributions of the masses (typically the
lower percentiles of the wage distribution) the rising costs of pension programs are
disproportionately shouldered by lower and, especially, younger wage earners
(2001:308). By allowing pay-go pension systems to continue within the context of a
changing demographic landscape the scholarship criticised governments for allowing an
‘intergenerational dilemma’ to be created within mature pension systems (Chand and
Jeager 1999). In the words of Myles and Pierson (2001:311):

The threat of ever higher payroll taxes in the future generates several problems.
In the light of the slowdown in real wage growth, trade union leaders as well as
treasury officials face an intergenerational dilemma: how to reconcile the
income needs of retired workers with the downward pressure on take-home pay
of active workers while non-wage income is comparatively immunized from
such pressures.

Throughout the 1990s and into the next decade a large body of literature played an
important role in discrediting the basis upon which many of the world’s public pension
pillars had been established. This literature was also important in shaping the
parameters of the reforms that were eventually adopted across the OECD.

•

‘the policy of increasing incentives for early retirement by people aged 55 and over’ (Boldrin et
al. 1999:312).
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The reform process of the CPP/QPP, the Swedish pension system and the introduction
of superannuation in Australia offer examples of how national governments have moved
towards the model advocated by the World Bank (1994). The period of the late-1980s
and 1990s saw pension reform take centre stage on the political agendas of each country
(see Chapters 2 and 5). The need to either drastically reduce benefit payments, issue
‘earmarked debt’ (Boldrin et al. 1999:312) or institute ‘double payment’ provisions
(that is, require current workers to finance the previous generation’s retirement while
‘simultaneously saving for their own’) proved to be influential forces in the debates
surrounding pension reform (Myles and Pierson 2001:313). In particular, ideas about
transforming programs into fully-funded schemes started to take hold.

In Canada, while reform was ‘seriously considered’, a fully-funded scheme was rejected
because of the huge ‘short-term economic’ and ‘longer-term intergenerational costs’
associated with shifting the CPP/QPP to a fully-funded basis (especially, in the face of
rising public debt, gloomy predictions about ear-marked debt, a successful scare
campaign from the grey lobby and disagreement between federal and provincial
governments on how the transition would be funded) (Greenspon and Wilson-Smith
1996; Interview with Keith Horner, DoF, 2002; Interview with David Rodgers, TBS,
2003; see also Chapter 2). The Canadian Liberal government chose instead a model of
reform based on the notion of partial funding.

In Sweden, the idea was similarly canvassed by the Working Party on Pensions, but
blocked by the ruling Social Democrats when the full financial, political and social costs
of transforming the entire pension system into a fully-funded scheme were realised.
Lengthy and heated negotiations between the neo-liberal and the Social Democratic
factions of the Working Party led to the establishment of a small fully-funded pension
scheme – the Premium Pension – whilst partially-funding the pay-go system.

In Australia the economic implications of a fully-funded model proved to be
comparatively more attractive to reformers. The concept of a fully-funded second pillar
scheme seemed the obvious choice for an Australian Labor Government to adopt –
particularly, given that no transition costs were required. In the wake of a retracted
period of economic recession, a Federal Wages Accord between a Labor government
(wanting to impose wage constraint) and pressure from the trade union movement for
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increased employee benefits, the government settled on a fully-funded model of
individual savings, called superannuation (Coates et al. 2004:4; Keating 2004:9-16).
Superannuation was especially attractive because it drew little from the coffers of
government, contributed significantly towards retirement income and was not subjected
to the pressures of an ageing population (Bryan 2004:101).

The huge potential for public backlash (as experienced by the US Reagan
Administration in the 1980s) provided a strong reminder to governments about the
inherent dangers involved in transforming pensions to fully-funded schemes (Pierson
1994). As a consequence, both Canada and Sweden chose a cautious reform option
during the 1990s. Canada adopted a reform process driven by a model of partialfunding, while Sweden chose both a partially-funded and a small fully-funded scheme.
Australia proved to be exceptional by implementing an individual fully-funded private
sector model (for those employed on a full-time, part-time or regular casual basis). The
reform strategies that were adopted to ensure the successful transition towards a funded
model of second pillar pensions in Canada and Sweden are summarised as follows
(MacNaughton 2003:4). The strategies adopted in Australia are explained in the next
section of this chapter.

The first strategy consisted of a move to significantly increase the contribution rates of
the CPP/QPP and the pay-go pension. This strategy aimed at increasing the levels of
contribution to cover the growing cost of pension benefits and to raise the level of
resources held in national pension funds. As such, contribution rates rose more than 60
per cent over a six year period in Canada, while in Sweden pension contributions rose
from under 10 per cent to 16.5 per cent in six years (1994-2000). The increases in the
contribution rates were phased in over a number of years as to avoid the distinct
economic consequences that a rise in payroll tax has on consumer demand, inflation and
unemployment more generally. The phasing-in of contribution increases was also
thought to ease the backlash from the pensioner lobby groups, grey communities and
employer associations that were asked to foot part of the bill for increased contributions
in each country.

In addition, Sweden embraced the virtues of a fully-funded system with the
establishment of the Premium Pension System. Workers were asked to contribute 2.5
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per cent of their annual income to a fully-funded system, which could then be invested
in state ratified private sector pension funds (NSIB 2001). The Premium Pension was
considered an essential compromise between meeting the ‘economic imperatives of the
state’ and the ‘economic and social needs of contributors and citizens’ (Interview with
Ole Settergren, NSIB, 2003). This compromise established a source of retirement
savings which did not accrue long-term liabilities and was not subject to the pressures of
demographic transition. It was also seen as a program that could be invested in highyield private sector investments, but would not subject the entire retirement savings of
an individual to the whims of the private stock market and short-term market failure.

To ensure its political success the transformation also included new measures to
improve the administration of pension funds within each country. Both Canada and
Sweden implemented substantial reform of the management, investment and
organisational structure of pension boards/authorities, as a means of lowering the
administrative costs that were eating into retirement savings. Lean administration
coupled with improved reporting and transparency were seen as important steps in
regaining the public’s confidence in a system whose rising costs were being felt by
many within the community.

The final set of transitional arrangements involved the creation of independent
organisations to facilitate higher-yield investment decisions and long-term strategies.
These agencies were charged with the responsibly of improving the asset to liability
ratio of the contributory pension funds. For instance, reforms in Canada aimed to
achieve an asset value by 2010 which approximates 25 per cent of liabilities (CPP
Investment Board 2002:6).

The economics of fully-funded schemes offered an attractive policy option for the
national governments of each country, however, the uncertainties of pension reform
dissuaded political elites from wholeheartedly pursuing the fully-funded approach to
pension financing in Canada and Sweden. With these risks in mind the chapter explores
the second wave of debates pursued by the World Bank with respect to the generation
function, arguments surrounding the privatisation of pension schemes.
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The Privatisation of Pension Systems

Borne out of a crisis in the American liberal welfare state (Cox 1999:19; O’Connor
2004), the World Bank (1994; 1995; see also Holzmann 2000) 11 was also highly
influential in driving the agenda on pension privatisation. It argued that a multi-pillared
income retirement system must also include a mandatory but privately managed pillar –
the second wave of pension reform to be promoted on a global scale.

The crude rationale to flow from the World Bank (1994; 1995) was that ‘private
pensions can reduce pension spending in the longer-term’ (Barr 2002:12); a concept that
had occupied a small element of literature since the early-1980s (Hemming and Kay
1981; Judge et al. 1983). In particular, the World Bank claimed it was prudent for many
Latin American countries to embark on a program of pension reform, centred on
privatisation, which would assist developing countries to overcome the problems
plaguing their pension programs. These problems were seen as: the uncertainty about
the financial ‘viability and sustainability’ of pension systems; escalating levels of ‘fiscal
deficit’ undermining the ability of national governments to meet pension liabilities; a
lack of ‘affiliation and compliance’ to pension legislation; a need to promote saving; the
inadequate development of capital markets to invest pension resources; and the
perceived need for a reduction in administrative expenses (Borzutzky 2003).
Privatisation offered the reformers of the 1980s and 1990s an attractive option by
addressing the ‘financing side’ of pensions with a clear set of policy choices that shifted
the burden of responsibility from central governments to capital and private investment
(Ginn and Arber 1999; Myles and Pierson 2001; Pemberton 2000; Yoon and Talmain
2001:586).

Questions about how governments (or off-budget fund managers) invest pension assets
are indicative of the move towards a privatised or a more private sector orientated
model in recent years. Poor investment decisions (particularly, investment in low yield
long-term government bonds) and a stock market crash in the 1980s threatened to
undermine the longer-term financial stability of contributory funds (Lam et al.
11

In addition to publishing Averting the Old Age Crisis the World Bank also invited each country of Latin
America to an international conference in 1994 for the purposes of discussing pension reform. These
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1996:133). Individual contributory pension schemes characterised by private sector
investment, were deemed necessary to increase the aggregate level of resources and
financially secure each pension system. Investment in the private sector provided an
attractive option for governments, however, a poor track record and the constant threat
of political interference undermined public confidence in the ability of public officials
to make sound investment decisions in the private sector.

The establishment of the CPP Investment Board in 1997 was the final aspect of the
plan’s reform process and a clear indication of the move towards placing pensions
within the context of private markets. The CPP Investment Board was established as an
‘independent organization separate from the plan itself to manage the reserve assets’
and to ‘invest in assets which outperform inflation’ (MacNaughton 2003:4). This
involved a process of reconfiguring the plan’s investment portfolio to explore
investment opportunities in private equity, income producing real estate and natural
resources – areas of investment outside the traditional focus on public bonds (CPP
Investment Board 2002:7-8). In 2003/2004 the Board reported it had reached its
investment targets and the short-term financial position of the CPP was healthy. Such a
claim (that is, the ‘CPP is on a sound footing’) is consistent with interview data and
primary documentation supplied by the Canadian Federal Government (Interview with
Joe Shebib, TBS, 2002; Interview with Pete de Vries, DoF, 2003; Kennedy and Matier
2003:3).

In Sweden, the establishment of the Premium Pension Authority (PPA) in 1998 helped
the pension system achieve many of the same outcomes experienced in Canada. The
Premium Pension is a ‘long-term savings system’ in which individuals can personally
manage their investments. The system requires individuals to invest in five managed
funds (out of a choice of 460 funds controlled by 70 fund managers) with the option to
move savings between funds on a monthly basis without penalty (PPA 2002:2-3). The
PPA has a management board consisting of government appointed board members who
are all considered to be experts in their respective fields. In only a few years the success
of the Premium Pension has been outstanding. Official reports estimate that 5.2 million

discussions stimulated intense international interest in pension reform in the immediate years that
followed.
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investors have over SEK 20 billion invested in the Premium Pension system (PPA
2003).

The adoption of a private model of compulsory superannuation in 1993 was a
significant moment in the history of pensions in Australia. Superannuation was seen as
particularly attractive because it drew little from government coffers and is
demographically insensitive; but its management over the past decade highlights the
inherent dangers of placing retirement income in the hands of the private sector (Bryan
2004:101). Numerous anecdotal stories, centred on the loss or mismanagement of
pension reserves, illuminate the problems facing governments when fully-funded
privately invested retirement savings are inappropriately regulated by the federal
government (recent amendments to superannuation legislation support this case). 12
Despite, the union movement having been especially vocal about guaranteeing pension
benefits and insuring against loss since its inception, governments have only recently
responded to these concerns through additional regulation of the superannuation
industry (SSCSFS 2002).

The transfer of old age pensions to the private sector does not insulate governments
from the perils of pension fund collapse or underperformance. The Australian example
highlights that while governments appear to be ‘out of the pension business’ they do not
escape the responsibility for protecting or, indeed, providing pension benefits (Barr
2002:19). Governments will always remain the sole apparatus for enforcing compulsory
contribution rates and the responsibility for increasing pension contributions will always
remain a function of the state (Belan and Pestieau 1999:114-115). In addition, when
governments do not take adequate steps to insulate private mandatory savings from loss
they become subject to intense criticism – most notably the criticism endured by the
Bush Administration in the wake of the Enron collapse of 2003 (Fox 2003:289-290) –
and are still liable for the provision of retirement income.

Privatisation generated essential resources when pension schemes were
underperforming and offered a quick fix to the problems of pension fund stability. But a
program of privatisation has its political limits, as the existence of the following three

12

Private discussions with several Australian workers provide the basis for this comment.
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factors demonstrate. First, the incidence of economic failure will inevitably lead to
inflationary pressures which can ‘decapitalize private funds’ and encourage government
intervention (Barr 2002:20). Second, privatised schemes are often seen as being safer
from government interference than public schemes, however, by insisting that private
funds invest in government bonds and by withdrawing or reducing tax concessions,
government can significantly affect the yields of private savings (Barr 2002:20). Third,
a program of privatisation requires a robust regulatory regime to ensure pension savings
are protected in the longer-term. In short, the existence of these three factors will,
arguably, ensure the presence of national governments in the field of pensions for many
decades to come.

Scope for Generating Additional Pension Resources in Australia, Canada
and Sweden
The agenda promoted by the World Bank (1994; 1995; see also James 1996a) provided
the terms of reference for pension reform across the globe (Pestieau 2003:1447). It
advocated an agenda, premised on a model of individual economic responsibility,
whereby the burden of pension financing should be gradually shifted from government
to the individual and the private market. But few countries have wholeheartedly
embraced this approach. 13 The existence of significant political and structural barriers
has led to deviations in the approach taken by the national governments of each country.
Given the looming demographic pressures awaiting governments of the future (see
Chapter 5), it is essential to consider the scope available to generate additional resources
in the context of individualisation and privatisation.

The following section charts the options pursued by governments through an analysis of
the recent trends in the tax policies, the promotion of occupational and private
retirement savings systems and co-contribution increases. It analyses the recent attempts
to secure greater dividends on accumulated pension assets and attempts to generate
additional resources by raising the age of retirement. Finally, it considers the

13

All OECD countries have retained an element of state-based pension funding. For instance, even the
dramatic steps taken to privatise the British pension system (during the late-1990s) only substituted a
small proportion of state benefits with private savings accounts (Cohen 2005; see also DWP 2002).
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implications that future resource generation will have on those actors which preside
over the generation function.

The Taxation of Pension Systems: a Paradoxical Event

Governments raise a significant level of resources through the various taxing regimes
governing pension systems (that is, taxes on contributions, investment earnings, and
benefits). The taxation of second and third pillar schemes provides governments with a
large pool of resources from which to fund the commitments of public pension systems;
however, the tax treatment of retirement income is complex and often contradictory.
Altering the taxation structures of these schemes could prove a valuable mechanism for
fulfilling the future demands of an ageing population. But the trick is to do this in such a
way that it is not counterproductive to the longer-term objectives of pension provision.

The Taxation of Second Pillar Schemes: Superannuation; CPP/QPP; and the Pay-go
Pension
Assessing the long-term budgetary implications of how governments tax pension
systems and retirement income is a relatively complex task. Ingles (2001:21) argues that
‘complexity is endemic in the current system’ of superannuation and an analysis of
Canada and Sweden indicates similarities. At their most basic level pensions can be
taxed at three different stages: (1) on contribution; (2) on fund and investment earnings;
and (3) on benefits. Most countries within the OECD only tax pensions at one of these
stages – with the benefits stage being the most common point of taxation. Australia is
unique within the OECD as it is one of the few countries that levy taxes at all three
stages (Doyle et al. 1999:208). Each stage can attract different tax treatment depending
on how pensions were originally financed and how they are taken as final benefits. But
complexity is not only found in the way pensions are taxed, it is also present in the tax
concessions offered to enhance/promote private saving. The following sections examine
the taxing regimes of each country, the level of concessions granted to retirement
income savings, and considers the barriers confronting governments that may seek to
exercise budget generation.
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In Australia, pension benefits are taxed at three stages with numerous permeations of
tax treatment existing in each stage. First, contributions are taxed at a rate falling
between 15 and 30 per cent, dependent on the level of gross income earned by an
individual. Second, superannuation fund earnings are taxed at a rate of 15 per cent
(payable by fund managers) which attracts tax credits if income is earned on specified
Australian equities. Third, benefits are taxed according to the income taxation scales
outlined in footnote 3 of this chapter (Doyle et al. 1999:209; Treasury 2003:155). The
tax treatment of the second and the third stages attract the highest degree of tax
variation, for instance, there are two different ways of taxing investment income
(complying and non-complying) and thirteen ways of taxing benefits (Ingles
2001:21). 14 This complexity has spurred on a body of literature interested in the
simplification of taxation laws (Frankel 2004:76-78; see also Doyle et al. 1999),
however, Australian superannuation account holders have yet to see government
respond to such claims.

It is essential that two points be emphasised with regard to the taxation of
superannuation in Australia. On the one hand, taxation from superannuation provides
governments with a large, relatively stable and growing source of income that is not
hypothecated. Reducing this revenue stream limits the policy options available to
governments for dealing with the pension needs of the baby boomers. On the other
hand, the complexity of the taxing regime retains some distinct advantages for
Commonwealth governments. It provides an internal safety mechanism preventing
resource claimants from easily ascertaining governmental tax treatment of retirement
savings (Frankel 2004:67-68). This, therefore, weakens the claims for a reduction in
superannuation taxes and strengthens the of grip budget guardians over the generating
function.

The power to make decisions surrounding the taxation of superannuation is the sole
responsibility of the Commonwealth. The power to make decisions about taxing
superannuation, therefore, lies with the Treasurer and the Revenue Review Committee
of Cabinet. This is a consequence of a federal system which has, over time, reinforced

14

The investments and earnings derived from third pillar (private) schemes are taxed in accordance with
the income tax brackets of each country outlined in footnote 3 of this chapter.
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the centralised collection of revenue within Australia. 15 The nature of Australia’s
federal structure means there are no jurisdictional barriers preventing a Commonwealth
government from amending the taxation of superannuation. Thus, generation actors are
merely faced with a set of administrative and political hurdles (that are contained within
a single jurisdiction) when looking to extract greater revenues from the taxation of
superannuation. As such, actors in Australia do not require the consent of other
governments to generate additional pension resources; a situation dissimilar to Canada
and Sweden.

Sweden only taxes its pay-go pension at two levels and, thus, has a less complex taxing
regime than Australia. Pension contributions are exempt from taxation while earnings
and benefits are taxed at a rate between 10 and 15 per cent, in accordance with the
income levels of an individual (see footnote 3). The taxation of pension benefits is a
relatively recent phenomenon in Sweden. The former pension system provided a special
tax deduction and a flat-rate pension, but was replaced in 2003 as a part of the new
pension system (MoF and NSIB 2001:5).

In Sweden, taxation powers are shared between the central and municipal governments.
Chapter 8 of the Instrument of Government (a section of the Swedish Constitution)
states that the right to levy taxes and charges is shared between the Swedish Parliament
and local municipalities. Sweden has a long history of shared responsibility for the
taxation of retirement income and, thus, generation actors must navigate a more
complex institutional environment than in Australia. The MoF does not only have to
negotiate changes to the system with other core actors (such as, the NSIB and the
leaders of the major political parties), but it must also liaise with regional Social
Insurance Boards and municipal governments about any changes affecting the pay-go
and the Premium pension systems. If the generating function is to be successfully
exercised in this political environment, then core guardians must build the necessary
consensus between the major actors. This is most likely to occur when political factors
collide with economic and demographic pressures (see Chapter 5).
15

Initially the Commonwealth government held responsibility for the collection of Customs and Excise
(under Section 90 of the Australian Constitution), however, these powers were extended as a result of
World War II when in 1942 the Commonwealth assumed responsibility for income taxation. Several
landmark decisions by the High Court have reinforced the Commonwealth’s position with regard to
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Canada has the simplest taxing regime of the three countries. The CPP/QPP only
attracts taxation at the benefits stage (stage 3) when entire retirement income is assessed
(in accordance with the income taxation brackets outlined in footnote 3 of this chapter)
(Barker et al. 2003:266). 16 The Constitution of Canada permits the levying of income
taxes by both federal and provincial governments and since 1941 there have been
agreements on how to share these tax fields. 17 Changes to the taxation of CPP benefits
require the consent of federal and provincial legislatures and, as such, generation actors
must operate in a complex institutional environment. In order to generate additional
resources from this source, it is therefore necessary for Canadian guardians to build
consensus with other tiers of government.

The resources derived from taxing second pillar schemes provide a valuable mechanism
for generating resources to meet current pension liabilities (NSIB 2003c:32). However,
there are distinct political limits in adopting this form of taxation to fulfil future claims
for pension resources. First, the more governments tax the fewer resources they make
available for private savings and additional pension contributions. In other words,
taxing pensions creates many long-run economic distortions within national economies.
Second, institutional complexity inhibits the implementation of taxation powers. Canada
and Sweden tax at fewer stages than Australia, but operate in a more complex
environment. The multiplicity of generation actors, across levels of government, ensures
a more convoluted and less flexible system to secure the longer-term financial stability
of pension systems. Third, the money governments give back to seniors or retirees
through the tax system adds to the complexity of the generation function and inhibits its
effectiveness in addressing long-term budget pressures. Tax concessions are an aspect
of budget generation to which the thesis now turns.

revenue collection. The Commonwealth collects approximately 80 per cent of total government revenues
in Australia (Groenewegen 1990).
16
Both employers and employees contribute a payroll tax of 4.7 per cent of income up to the Year’s
Maximum Pensionable Earnings of $CAN39 100 (2002) which is indexed to AWE. CPP/QPP
contributions are also subject to the year’s basic exemption which in 2002 stood at $CAN3 500 (Barker et
al. 2003:266).
17
Incidentally there was a brief reprieve in this arrangement between 1947 and 1962 when the federal
government assumed control of all income tax fields. These powers were reinstated (at the expense of
federal grants) in 1962 where they have largely remained unchanged since (Pal 1985:11).
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Tax Concessions Granted to Pension Systems: the Promotion of Third Pillar Private
Schemes

Old age pensioners receive some of the most preferential taxation treatment of any
group in society. 18 The aggregate annual value of the tax concessions granted to seniors
exceeds any other tax concessions offered by central governments (Treasury 2003:8). In
Australia, tax expenditures granted to retirement income equalled 1.9 per cent of GDP
(2003). In Canada, tax expenditures granted to the pension system totalled 3.6 per cent
of GDP (2003). In Sweden, tax expenditures granted to retirement income equalled 3.1
per cent of GDP (2003) (see Table 8). 19

Tax concessions have become an increasingly popular way for governments to ‘secure a
higher standard of living in retirement than would be possible from the age pension’ or
supplementary pensions (Treasury 2002c:155). The offer of tax concessions to
retirement savings has been seen as an essential mechanism for preserving contributory
savings and encouraging private savings and third pillar systems (Galasso and Profeta
2004: 74-75).

Four tax expenditures are offered to individuals under current Australian tax law: (1)
concessional taxation for funded superannuation; (2) the Senior Australians’ Tax Offset;
a government co-contribution scheme for low income earners (under $A58 000 per
annum); (3) tax offsets for pension benefits and allowances; 20 and (4) under current
taxation arrangements imputation credits are available to low-income earners (including
self-funded retirees) who own shares and investments in managed funds. Refunds may
be claimed ‘where the imputation credits exceed any income tax liability for the tax
year’ (FaCS 2002:44).

18

In Australia the Commonwealth government offers four tax-relief measures, while the Canadian and
Swedish central governments offer three relief measures respectively.
19
These figures only refer to central government tax expenditures, but it is important to note that through
the provision of cheaper household rates, subsidised driving registration, discounted electricity and gas
and various other subsidies, state/municipal governments offer an unquantifiable level of concessions to
old age pensioners (see Chapter 3).
20
In July 2000, the low-income aged pension tax rebate was replaced with the Senior Australians tax
offset tax payers who are eligible to receive the age pension (including those individuals who qualify but
do not receive benefits) (FaCS 2002:42). Official estimates place the cost of this rebate alone at $A1.7
billion (2003) (Treasury 2003:56).
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By comparison, Canada offers three tax concessions: (1) the age credit; (2) pension
income credit; and (3) preferential tax treatment of registered retirement savings plans.
The age and pension credits are granted to seniors (to the value of $CAN1.4 billion per
year) as a means of supplementing the annual income of middle-income seniors because
CPP/QPP payments and other retirement incomes are counted as taxable income from
which the Federal government grants age pension credits. The Federal government also
offers tax relief for Registered Retirement Savings and Pension Plans as a means of
promoting their use. Contributions to private savings plans are deductible from taxation
and investment incomes up to certain limits. Benefits and withdrawals from the plans
outside the allowable limits are taxed by the central government. Therefore, the plans
provide a ‘deferral of tax on the amount saved and the accumulating income’ (Horner
2001:3). Tax relief to pensioners holding these plans is the most substantial tax relief
measure granted to individuals in Canada (DoF 2001:Table 1).

In January 2002, Swedish pensioners received a tax cut to ‘compensate pensioners for
expenditure cuts implemented in the 1990s’ (Swedish Government 2002:22). The
proposal was also expanded to pensioners who, due to low pension benefits, did not
have any taxable income representing on average an additional SEK100 per month for
most seniors (Swedish Government 2002:22). Swedish workers also received
compensation for pension contributions, a measure effectively benefiting future retirees.
This measure was introduced with the new pension system to compensate workers for
the additional contributions under the new program (Swedish Government 2002:22).

Table 8 – Tax Expenditures Granted to the Old Age Pension System

Country

Tax Expenditures Granted to
the Old Age Pension System as
a Percentage of GDP

Australia
1.9
Canada
3.6
Sweden
3.1
Source: Ervik 1998; Treasury 2003; DoF 2001.

Total Tax Expenditures as a
Percentage of GDP

4.5
10
5.2

Analysis of the tax concessions granted to the pension systems of Australia, Canada,
and Sweden reveals a telling story about how governments have attempted to encourage
second and third pillar schemes and discourage the use of tax-financed pension pillars
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(see also Glasso and Profeta 2004). It also reveals a contradictory pattern of behaviour
within the generation function of each country.

In recent years, a small body of scholarship has emerged arguing for a less complex,
simplified and more coherent taxing regime for retirement income and private savings
systems (Booth and Cooper 2003; Doyle et al. 1999). It argues that the complexity of
the system provides disincentives to save, which will in turn have distinct long-term
budget consequences. However, the complexity of the system actually provides some
distinct advantages for governments seeking to engage in budget generation over the
coming decades.

The complexity of the system not only inhibits claimant agencies from pursuing
additional concessions, it also grants budget guardians a greater degree of
manoeuvrability within complex institutional environments. In concert with a growing
body of rules and regulations promoting the use of private savings mechanisms (a trend
that accords with the World Bank agenda) future generation actors could potentially use
these structures to achieve generating outcomes.

Other Generating Options Pursued by Central Governments

Over the past decade, governments have also implemented other policy mechanisms
which directly impact upon the longer-term stability of pension systems. Most notably,
all three governments have sought to increase the average age of retirement from 55
years to a minimum of 65 years. By convincing individuals to remain in the workforce
for an extended period of time (especially, beyond 65 years), governments have sought
to improve the provision of both public and private sources of retirement income.

In May 2001 the Swedish Parliament passed legislation amending the age of retirement.
The legislation raised the retirement age from 65 years to 67 years after a Parliamentary
Committee on the Labour Market (2000) recommended that lifting the age of
retirement, even just by two years, would significantly ease revenue issues in the
longer-term (Riksdag 2001). The resulting effect allowed workers to make pension
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contributions until the age of 67 years that would, in turn, provide Swedish retirees with
increased retirement savings. 21

Similar reform processes were adopted in Canada and Australia. In 2002, the Canadian
Liberal government raised the age of CPP contributions to 70 years (HRDC 20022003:52) at which time an individual must commence payment of a pension. Two years
later, the Conservative Australian Government (2004) actively encouraged Australian
workers to remain in the workforce for longer, while simultaneously increasing the age
at which women can claim the Age Pension. This program (based in part on findings
from a Senate Committee investigation into Superannuation (Treasury 2002a; SSCSFS
2002) and in part on the Government’s own Intergenerational Report (Treasury 2002b))
worked in concert with existing reforms governing early-retirement and the payment of
superannuation before the age of 65 years.

By removing the mandatory components of retirement and increasing the age at which
an individual can qualify for pension benefits, governments have attempted to introduce
policies which assist in ‘generating additional pension resources’ for an ageing
population. It is almost impossible to predict whether people will choose to work longer
or ‘whether the shift in labour market culture will be sufficient to embrace older
workers’ (Milligan 2004). If the predictions of CBAs and others prove to be correct –
that is, demographic change will facilitate a shortage of skilled and semi-skilled labour
– an older workforce will become an essential source of resources for the economy and
for pension systems (Treasury 2002b; Productivity Commission 2004).

Facilitating Change: the Current and Future Roles of Central Governments
Chapter 2 highlighted two distinct, yet, contradictory principles that have traditionally
dominated the financing of old age pension systems. One view holds that the
responsibility for retirement income is social and hence, in the spirit of the ‘ability to
pay principle’, pensions should be funded out of general government revenues. While,
in the spirit of the ‘benefit principle’, a second view argues that financing pensions
remains the responsibility of the individual and not the government (Messere et al.
21

These changes only applied to the pay-go pension system as recipients of the Premium Pension can
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2003:104). Initially political decision-makers sought great comfort in socialising the
cost of income retirement systems and today, as a consequence, governments are the
largest contributors to old age pension systems. But for over a decade the primacy of
this position has been challenged from within government. Political elites, across all
three countries, have adopted a program of reform that has outwardly challenged the
traditional role of central governments in the field of old age pension financing.

Under mounting fiscal and demographic pressure and influenced by the dominant
discourse of the World Bank, governments have looked to shift the burden of pension
financing towards the individual and the private market. They have achieved this by
raising the level of resources within pension systems (by increasing pension
contributions), by incentivising the taxation system to facilitate greater levels of private
saving and by utilising private sector mechanisms.

Given these changes the question then becomes: what does this mean for the generation
of pension resources over the longer-term? Undoubtedly, the further each country
moves towards an individually-funded model, the less reliant future societies will be on
government to finance old age pension systems. However, there are distinct limits to the
success that this approach will have on alleviating longer-term budget pressures. The
structure and design of first and second pillar pension schemes (which contribute to the
majority of pension resources) will provide challenges to future governments looking to
exercise the generation lever.

The tax-financed nature of first pillar schemes invariably means asking the community
for income to cover additional costs. Proposals to increase taxation will always prove
difficult for governments to promote and sell to an electorate. Second pillar contributory
schemes do not mirror the pure social insurance systems espoused by the Bismarkian
ideals of the 1800s. The existence of non-contributing groups (that is, those in receipt of
disability payments and state pension contributions during periods of economic
inactivity) within the Canadian and Swedish systems undermines the actuarial nature of
each system and their longer-term ability to relieve pressure on central government
revenues. Furthermore, the contradictory manner in which governments treat the

draw a pension from the age of 61 years (PPA 2002:12).
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taxation of pension systems (that is, heavy taxation while also granting significant tax
concessions) provides political limits on the degree to which governments can raise
pension resources from additional taxation.

The environment in which decision-makers operate also places constraints on future
governments searching for ways to generate additional pension resources. Reforms over
the past decade have intensified the power of resource generation in the hands of central
finance and treasury ministers and their ministries, but have not necessarily granted
generation actors additional scope to exercise this budget lever over the longer-term.
The existence of a complex institutional environment presents reformers with a series of
political hurdles (such as coalition partners, provincial governments and upper houses of
parliament) which prevents the occurrence of change. Arguably, these hurdles outweigh
the advantages offered to generation actors by a complex set of taxation arrangements.

Given the constraints facing future governments, the role for generation actors will,
perhaps, lie in their ability to facilitate change, build consensus and convince the
community (both within and outside of government) about the merits of generating
additional resources. The role of governments in anticipating, conceptualising, assessing
and disseminating information concerning the adequacy of pension resources will be
crucial in years to come. Governments will require an informed community and a
consensual political environment to achieve ongoing financial stability, as well as the
good will of the community to raise additional resources when structural demographic
pressures take hold.

The thesis will now consider the implications of long-term pension costs on the
‘rationing function’ of each government’s budget. The next chapter initially assesses the
mechanisms for rationing current pension resources, before considering whether any
additional opportunities exist to ration pension resources in the future.
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CHAPTER 7

THE RATIONING FUNCTION:

RATIONING PENSION RESOURCES TO MEET FUTURE
COMMITMENTS

Chapter 6 examined how pension schemes are financed and considered the scope
available to generation actors for generating pension resources over the longer-term.
This chapter builds on these findings by exploring the relationship between old age
pensions and ‘budget rationing’. In doing so, it argues that while governments face
many political and legal barriers to rationing pension resources, the nature, structure and
design of pension systems provides opportunities to review pension resources. The
discussion addresses elements of both the first and second research questions by
analysing the mode in which governments can anticipate, conceptualise, and assess the
rationing of pension expenditure under the pressure of demographic transition.

This chapter is premised on the assumption that old age pensions are significantly
different from other expenditures or activities of government. The statutory (and
entitlement) nature of first and second pillar pension schemes locks governments into
fulfilling annual expenditure commitments that, in turn, restricts their ability to employ
traditional budgetary review mechanisms. In fact, the rationing of pension resources is
seen to be in breach of the social contract held between the state and its citizens over the
provision of aged welfare. Traditional forms of budget rationing (such as, annual
mechanisms of cash rationing) may not necessarily provide solutions to the problem of
rising pension expenditure, henceforth opportunities to achieve expenditure control
might also be found in the administrative structures governing a pension program. As a
consequence, both cash and administration have been identified as the main ways in
which governments can, and do, ration old age pension resources. However, before
embarking on an analysis of rationing techniques it is essential to articulate a definition
of rationing and briefly demonstrate the different ways rationing has been
conceptualised within the budgetary literature.
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Understanding Budget Rationing: Definition and Techniques Employed
What is Rationing?

The governments of modern liberal democracies are faced with a multiplicity of
competing demands for scarce resources (Fenno 1966; Lindblom 1959; Wildavsky
1964, 1975). The exhaustive nature of resources means governments are constantly
confronted with dilemmas over the use of a nation’s finances and are frequently called
upon to make decisions which are complex, contradictory and often come at the expense
of other areas of government. Decisions concerning public resources inevitably result in
decisions or processes to ration public resources; hence, rationing is a crucial aspect of
modern political life.

The commonly held perception is that budget rationing occurs when money is taken out
of a government program, removed from the budgetary table, or when claims are
knocked back, only reveals a small part of how rationing actually transpires (Schick
1990:85-131, 206-219). Budget rationing can also occur when money is reallocated
between the programs or the functions of government, when the administrative practices
governing public programs (such as, the tightening of eligibility criteria for means and
asset-tested programs) are manipulated, or when governments transfer the cost of
delivering public services to third parties. Given the diversity of rationing behaviours,
this chapter recognises the existence of two broad categories in which the ‘policy
rationing’ of old age pension resources can be conceived: (1) cash rationing; and (2)
administrative rationing. As the following discussion will demonstrate, each category of
rationing employs different techniques aimed at achieving budgetary outcomes. Shifting
transaction costs to third parties is recognised as an aspect of the generating function
and was, therefore, discussed in detail throughout Chapter 6.

The main distinction between each form of rationing is the level of transparency in
which budgetary decisions and rationing behaviours take place. Decisions to engage in
cash rationing are usually conducted under intense secrecy, but the results of cash
rationing are often visible to the public eye. By comparison, it is often difficult to
determine if and when administrative rationing has taken place, as governments rarely
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admit to engaging in this form of activity. Administrative rationing if often disguised as
other forms of political and bureaucratic behaviour (that is, administrative improvement
or efficiency), hence few have successfully or systematically documented its
occurrence. The discussion now turns to consider the scholarship regarding both forms
of rationing activity.

Rationing as an Expression of the ‘Guardian-Spender’ Model

The Private Government of Public Money (Heclo and Wildavsky 1974) is perhaps one
of the most articulate expressions of rationing within the budgetary literature. In The
Private Government, Heclo and Wildavsky argued that rationing is a central component
of the guardian-spender model and necessary aspect of democratic budgeting. By
demonstrating the behavioural tendencies of budget guardians, in particular the five
recurring maxims of critical scepticism, Heclo and Wildavsky were some of the first
scholars to detail the ‘crucial role of Chancellors’ (1974:xvii; see also Savoie 1990:81).
In doing so, they defined the approach taken by budget guardians towards resource
rationing and provided the basis for understanding how information is exchanged
between budget actors (1974:47-50).

The first maxim, uncovered by Heclo and Wildavsky, was an assurance that ‘no big
expenditures got in unknowingly simply because they seemed small in early years’.
Whether a deliberate tactic or unintended consequence of program design, the role of
the Treasury official was to ‘maintain eternal vigilance against’ decisions which have
long-term side-effects (1974:47-48). The second displayed ‘the strongest possible bias
against open-ended commitments’ and an ability to argue strenuously that ‘bills should
have financial limits in them so that there is some way to ration the money’ (1974:48).
The third identified the inherent avoidance by Treasury officials of any new ‘precedentsetting behaviour’ and a bias in favour of following ‘past lines of action’ (1974:48). The
fourth concerned distrust in the doctrine of economic growth and the commitment of
resources on such a basis (1974:48). The fifth and final maxim displayed by Treasury
guardians concerned a recurring dislike of ‘disguised expenditures’ through the
understanding that ‘unidentified expenditures’ cannot be controlled (1974:49).
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These maxims offer a basis for understanding the types of rationing techniques that are
implemented by budget guardians. Heclo and Wildavsky provide one of the few
documented accounts of the crude tactics (such as, removing money from agency
budgets in a top-down manner) and the political rationale for achieving rationing
outcomes (Cothran 1993:446). Moreover, they represent a theme that is common to
most of the budgetary literature on budget rationing: the use of ‘blunt’ instruments by
budget decision-makers to control what is largely discretionary public expenditure. But
as this chapter will explain, budget rationing occurs under a broader set of contexts and
employs a more diverse set of techniques than originally documented by Heclo and
Wildavsky (1974).

Techniques Employed

All modern democratic polities engage in resource rationing on an annual or regular
basis. The types of rationing techniques employed are diverse and highly contextual, as
such rationing can vary significantly across the different functions of government and
between budgetary systems. However, an examination of most modern governments
would reveal the existence of a similar set of rationing instruments even if they are
practiced differently in each context. Techniques such as: ‘equal pain for all’ (or
otherwise known as across-the-board cuts); ‘rough justice’ (or selective cuts); ‘cut
bureaucracy’ (or administrative cuts); ‘cut someone else’s budget, not your own’; cut by
cash limit (or ‘let inflation do the work’); ‘shift the burden on to private costs’; efforts to
reduce the ‘take-up rates’ for entitlements; and cost shifting by employing selective
assistance over universal criteria – are commonly identifiable tools of rationing that
have a presence both in government and in the budgetary and social policy literature
(Cox 1997:304-305; Glennerster 1981:185-188; Pierson 1994; Wanna et al. 2000). 1 The
important aspect to note about these techniques is that they provide an indication of the
cash and administrative practices that governments implement to achieve rationing
outcomes.

1

Pierson details how the Thatcher government successfully implemented an indexation regime based on
prices (and not wages) to control the cost of the British pension system, while simultaneously
highlighting the impact of indexation on expenditure control within the US pension system (1994:59).
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The introduction of the British system of cash limits (1974-1975) is perhaps the most
well documented and analysed case of cash and administrative rationing over the past
three decades (Thain and Wright 1995). The cash limits were essentially ‘indications’ of
the resources (which included an allowance for inflation) that were available for
spending departments. The limits were intended to convey budget ‘discipline’ by
specifying the amount of money that the government was willing to pay for the year
ahead and expenditures over the limit were earmarked as cuts (Premchand 1983:256257). Despite its shortcomings and eventual failure as a control mechanism, the system
of cash limits provides an illustrative example of the possibilities and pitfalls facing
governments that implement a combined program of cash and administrative rationing
(Bevan 1980; Else and Marshall 1981; Likierman 1983). 2 Without delving into
significant historical detail and a correspondingly lengthy discussion, the cash limits
remind us of three important lessons about the exercise of rationing public resources:

1. cash limits rarely include the entire expenditure budget and a significant
proportion of total spending often falls outside the ‘cash-limited votes’ (Wright
1980:105);
2. reviews of public programs which seek efficiency gains often lead to increased
demands for public expenditures (as experienced in Canada throughout the
1980s and 1990s); and
3. the uncertain nature of politics and public affairs often leads to discrepancies
between planned and actual expenditure, placing ongoing pressure on a rationing
system to achieve expenditure control (Wright 1980:105-107).

These are just a sample of the techniques, arguments and approaches taken towards
rationing resources. The discussion has not attempted to provide a holistic account of
budget rationing, rather its purpose was to demonstrate that rationing can take both cash
and administrative forms. This discussion now turns to consider the unique relationship
between resource rationing and pension (entitlement) programs, and the constraints that
entitlement place on the rationing function of the budget.
2

The implementation of efficiency dividends and annual clawbacks in Australia and Canada throughout
the 1980s and 1990s provides a relatively more successful example of where countries have implemented
financial constraint through a combined program of cash and administrative rationing, however, an
analysis of the British cash limits system is sufficiently indicative of the ways in which governments can
implement both cash and administrative rationing (Wanna et al. 2000; Savoie 1990).
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Rationing Pension (Entitlement) Expenditure

Most of the above mentioned literature on budget rationing can be largely viewed
within the context of discretionary program expenditure. This literature often assumes
that budget guardians preside over a decision-making process in which they have been
granted the budget authority to act (Schick 1995:210; White 1999:680). But the concept
of entitlement significantly changes the dynamics of budget rationing and limits the
opportunities available to governments. The legal status of pensions ‘presumes that
courts can enforce the right to benefits against the sovereign (monarch or parliament)’
and, therefore, undermines the traditional authority that budget guardians have over
expenditure control (White 1999:678).

Many techniques traditionally associated with budget rationing (as defined by
Wildavsky (1964; 1979a)) are ‘virtually useless’ in the control of entitlement (pension)
expenditure (White 1999:679). This is principally because budgeting for entitlements is
more about ‘forecasting and planning’ to reconcile preferences about aggregate
expenditures, than about classical budgetary dilemmas of whether governments should
buy ‘guns or butter’ (White 1999:689). In other words, the budgetary decisions of
governments are often limited to the forecasting of various scenarios and the estimation
of whether revenues will cover future program expenses – relatively ineffective
instruments for controlling a substantial rise in expenditure commitments.

The growth of entitlements over the past three decades is testament to the elusiveness of
entitlement spending. 3 It is generally accepted that, on average, entitlements are subject
to less budgetary constraint than most other discretionary programs. Entitlements are
often ‘not automatically subject to annual budget review’, and most do not need ‘annual
re-approval’. Hence, if governments wish to ration entitlement programs, legislatures
must take ‘extra steps to change entitlement law’ (steps which incidentally ‘violate’
both the ‘technical and political logics’ of programs established to be free from political
interference and ad hoc decision-making) (White 1999:695). The ‘bad news’ for

3

It is important to note that despite the apparent barriers politicians, have still mounted covert attacks on
entitlement spending over the past three decades. These attacks have manifested in activity which can
generally be considered to fall outside the boundaries of the traditional budgetary process (see, for
example, Pierson 1994; Savage and Schwartz 1999:531).
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governments is that entitlement expenditures are not only ‘difficult to constrain’, but
that entitlements also ‘fit poorly’ with the annual budgetary process (White 1999:695).

Premised on this disjuncture between traditional budgetary mechanisms and the status
of entitlement programs, McCaffery and Jones (2001) offer one of the few budgetary
frameworks for rationing entitlement expenditure that is present in the literature.
According to McCaffrey and Jones (2001), the mechanisms for improving control over
entitlement spending can be categorised under the following seven headings (see Table
9).

Table 9 – McCaffery and Jones’ (2001) Instruments for Rationing Entitlement
Expenditure

Number

Instrument/Rationing Mechanism

Rationing Status
(Cash/Administration)

1.

‘Holding increases in entitlement expenditures at or
below the rate of GDP growth’

Cash
Administration

2.

‘Establishing ceilings (envelopes for major accounts)’

Cash

3.

‘Placing all entitlements on a pay-as-you-go (Pay-go)
basis and enforcing this rule strictly’ 4

Cash
Administration

4.

‘Means testing of entitlements’

Administration

5.

‘Elimination of automatic entitlement indexing’

Administration

6.

‘Considering the option of marginal reductions in
some entitlement programs’

Cash

7.

‘Voting on total federal budgets as single, omnibus
packages’ (ie voting a specific fiscal balance) 5
Source: McCaffery and Jones (2001:185-188).

Cash

In concert with aspects of the broader budgetary literature, these seven categories
provide the structural basis upon which the following discussion about rationing
pension resources is presented. The following sections apply the classification
developed by McCaffery and Jones (2001) for the purposes of understanding the
techniques employed to ration pension resources by Australia, Canada and Sweden.
4

See Chapter 6 for a more detailed discussion on this matter.
Mechanism No. 7 specifically relates to the American budgetary situation and is, therefore, outside the
scope of this study.
5
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This not only demonstrates the way in which governments ration expenditure of a nondiscretionary nature, but also assists in identifying where the possibilities lie to ration
pension resources over the coming decades.

Rationing First Pillar Pension Schemes: Cash and Administrative
Techniques
The previous discussion highlighted the various techniques used by governments to
ration public expenditure – namely, the use of both cash and administrative forms of
rationing. In light of this discussion the chapter now turns to consider how rationing
applies to current pension programs. By employing the typology of McCaffery and
Jones (2001) this chapter recognises that ‘rationing instruments’ 2, 4, 5 and 6 (see Table
9) closely resemble how pensions are reviewed and then rationed in Australia, Canada
and Sweden (rationing instruments 1 and 7 are not applicable to the rationing of first
pillar pension schemes, while instrument 3 was the subject of Chapter 6).

Cash Rationing

Sweden is the only country that applies the principles of cash rationing to first pillar
pensions. Through the annual expenditure ceiling setting process, Sweden has in place a
regime which facilitates resource rationing of pension resources. This is sufficiently
different from Australia and Canada where a lack of cash rationing mechanisms would
suggest that pensions escape annual budget review. But this does not mean that all
statutory or entitlement programs are immune from cash based rationing regimes. In
fact, one of the major empirical findings to emerge from this research is that first pillar
pensions in Australia and Canada remain one of the few ongoing government programs
which escape annual budget review.

An explanation of Canada’s ‘Reallocation and Efficiency Improvements’ program
illustrates this case in point. During the 2002 Speech from the Throne, 6 Prime Minister,
Jean Chretien, pledged a commitment to ‘reallocate resources to the highest priorities’
6

The Speech from the Throne is an annual presentation of the Canadian Prime Minister’s list of priorities
for the coming twelve months. The Speech usually outlines any new program and spending initiatives and
provides an opportunity to announce the past achievements of a government.
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of government (Chretien 2002). The Budget Plan of the following year (2003) signalled
the intentions of the government by announcing that the ‘Treasury Board will lead a
systematic and ongoing examination of all non-statutory government programs’. In
doing so, the plan argued that ‘ongoing reviews of expenditures will give the
Government the capacity to reallocate resources… and will ensure that departments
continually look for ways to deliver their programs in the most cost-effective manner’
(DoF 2003b:176). The review was later extended to consider all programs under federal
jurisdiction.

In essence, the review empowered the TBS to question spending agencies over the use
of public moneys, however, because of their political sensitivity and the relatively
recent occurrence of pension reform the review was not extended to federal pension
schemes. Over a five year cycle the TBS was mandated to challenge ‘all departments
and agencies about their programs’ in the following ways:
•

‘Does the program area or activity continue to produce results that reflect
government priorities and the current needs of Canadians – is it still relevant?’

•

‘Value for money: Are the resources that have been allocated being used in the
most efficient and effective way to deliver appropriate results?’

•

‘Is it necessary for the federal government to operate this program or activity –
could it be transferred in whole or in part to other levels of government or to the
private or voluntary sector?’

•

‘What are the interrelationships with other organizations and what is the scope
for considering more effective program structures and service delivery
arrangements – within the federal government, with other levels of government,
as well as with the private and voluntary sectors?’

•

‘Are department and agency management practices appropriate and of sufficient
quality?’ (DoF 2003b:176)

These questions are highly illustrative of the way contemporary budget agencies
scrutinise most public expenditures and indicative of the maxims expressed by Heclo
and Wildavsky (1974). They demonstrate that while budget guardians spend
considerable time implementing tough and exacting standards to other functions of
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government, first pillar pensions, by comparison, go relatively unnoticed in Australia
and Canada. The discussion now turns to Sweden as the aberrant example.

Expenditure Ceilings for Social Welfare: Sweden (Rationing Instrument 2)

The introduction of expenditure ceilings (1996) was a direct response to the sustained
economic recession endured by Sweden throughout the 1980s and early-1990s (Swedish
Government 2002:10). Between 1990 and 1993, Swedish GDP declined by 5 per cent,
the number of jobs declined by nearly 10 per cent and the total levels of public debt rose
sharply as a consequence. Described as the ‘thorniest situation’ faced by the country
since the depression of the 1930s, the five major parties were forced to implement a
range of fiscal and financial restraint measures or face economic collapse (Swedish
Government 2004). Concerned about the inability of the Swedish public sector to meet
its long-held social commitments the Conservative-led government, upon the advice of
the Finance Ministry, implemented a ceilings and a multi-year expenditure framework.
In doing so, the Swedish government revolutionised the creation, management and
defence of budget surpluses (Paster 2002:VII; Paulsson 2003).

Under the ceilings system budget expenditure was broken down into 27 Expenditure
Areas and limits were placed on each spending area – which required the approval of
the Swedish Parliament. 7 Each expenditure ceiling or ‘envelope’ provided for a
maximum level of central government spending (that is, ‘a limit on the amount of
money the government is allowed to spend in the course of a year’) and ceilings were
set for several years in advance. Each ceiling was not only a calculation of likely
expenditure, but also included a ‘margin for unforseen expenditure’ known as the
‘budgeting margin’ (MoF 2002:9).

7

The 27 Expenditure Areas are a follows: 1) The Swedish Political System; 2) Economy and Fiscal
Administration; 3) Tax Administration and Collection; 4) Justice; 5) International Cooperation; 6)
Defence; 7) International Development Cooperation; 8) Immigrants and Refugees; 9) Health Care,
Medical Care and Social Services; 10) Financial Security for the Sick and Disabled; 11) Financial
Security in Old Age; 12) Financial Security for Families and Children; 13) Labour Market; 14) Working
Life; 15) Study Support; 16) Education and University Research; 17) Culture, Media, Faith Communities
and Leisure; 18) Community Planning, Housing Supply and Construction; 19) Regional Balance and
Development; 20) General Environment and Nature Conservation; 21) Energy; 22) Communications; 23)
Agriculture, Forestry, Fishery etc.; 24) The Business Sector; 25) General Grants to Local Government;
26) Interest on Central Government Debt etc.; and 27) Contribution to the European Community
(Swedish Government 2002:30).
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At a broad level the expenditure ceiling system has aided Sweden to achieve its short
and medium-term fiscal goals: to deliver sustained budget surpluses and retire public
debt (IMF 2004). For instance, the budget surplus stood at approximately 1.6 per cent of
GDP in 2004 whilst the public debt ratio continues to decline relative to GDP (that is, it
has decreased from 60 per cent in 2000 to 49.3 per cent in 2004) (European
Commission 2003). To date central government spending has not breached the ceiling
for social expenditure (Expenditure Area 11) and it is suggestive of the success of the
ceiling framework to ‘reel-in’ expenditure. But the ceiling system contains two
anomalies which distort its application as a reliable tool of expenditure rationing.

The first anomaly concerns the process in which the MoF is able to calculate the
expenditure needs of old age pensions. Due to their entitlement status, ‘pension and
other statutory programs are the first expenditures to be calculated’ and incorporated
under Expenditure Area 11. This means that other programs, which fall under the
expenditure envelope, are subject to levels of scrutiny not seen in the case of pension
spending (Interview with Swedish Government Official, 2003).

Second, being a largely self-sustaining and off-budget program, governments are
generally not required to fund unforeseen levels of expenditure. Additional
commitments should in principle be funded from the contributions of employees and
employers. It is therefore suggestive that while the expenditure ceiling system offers
huge potential in the control of future pension costs, it may actually impact upon a very
small component of total pension expenditure. If pension costs significantly rise in the
future, the ceilings may provide little assistance to those actors seeking rationing
outcomes.

Administrative Rationing

The scope for rationing first pillar pension schemes through administrative techniques is
constrained by the legal status governing entitlement programs. As such, governments
that seek to implement administrative rationing must skirt the bounds of legality. The
instigation of rationing through the administrative elements of a program offers a viable
option to some governments, who are unable to control pension expenditure otherwise.
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The following sections will demonstrate (where possible) how governments use the
administrative aspects of pension schemes to control first pillar pension expenditure.

Complex regimes of eligibility criteria provide numerous opportunities to pursue budget
rationing. In particular, where the payment of pensions is governed by rules and
interpretable criteria, administrative rationing becomes a distinct tool of public policy.
Once again, it is important to recognise the limitations of rationing pension resources.
This section principally relates to the residual pension system of Australia and,
therefore, holds less relevance to the universal pension programs of Canada and
Sweden.

Means Testing and Eligibility Requirements: Australia (Rationing Instrument 4)

Attempts to control statutory programs through administrative procedure have a long
history in Australia. For instance, Australian governments have employed harsh
eligibility criteria to rein in the cost of social assistance programs. The introduction of
the Social Services Consolidation Act 1974 (changing the definition of income for the
recipients of the Widows’ Pension and reducing the benefit levels available to many
Australian women) is one of many examples of how Australian governments have
successfully employed administrative rationing techniques (see Chapter 2). However,
history also indicates that means-testing criteria has been sparingly used as a rationing
device. In fact, the application of eligibility criteria has often facilitated the growth of
pension costs and not their control.

Although governments have found immense political advantage in relaxing the criteria
which governs the payment of benefits 8 , they have displayed little interest in the
implementation of administrative rationing. Mostly the attention of decision-makers has
been on the continued liberalisation of definitions, cut-off rates and pension benefits –
especially, during the Labor Whitlam government of the 1970s where the partial
abolition of means-testing arrangements occurred (see Chapter 2). Despite a history of
growth and the trend towards liberalised application of eligibility criteria, an

8

Since 1946 considerable attention has been given to the abolition of the means test altogether by both
sides of government in Australia.
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examination of the Australian system highlights the scope for rationing available to
governments with means-tested pension programs.

First, the asset criteria governing the payment of the Age Pension offer a device for the
achievement of administrative rationing in Australia. Asset rules have long been a
debated subject in Australian pensioner politics because of the differential treatment
pension legislation accords to homeowners. 9 The assets under the pension legislation
are indicative of most means-tested programs. They include: cash or money;
superannuation and roll-over funds; real estate (excluding principal residence);
businesses and farms; life assurance policies; gifts in excess of $A10 000; loans to
family trusts, family members and organisations; motor vehicles, boats and caravans;
household contents and personal items of saleable value; contributions to retirement
villages; accommodation bonds; and the value of allocated money streams (Centrelink
2003d; see also Chapter 3).

One notable omission is the pensioner’s principal residence which remains exempt
under the Social Security Act 1991 and the Social Security (Administration) Act 1999.
Since the inception of the Age Pension (1908) the principal residence has remained
exempt from an asset-test. Governments have, thus far, resisted the application of a test
to this asset, despite the existence of many cases where pensioners own million dollar
properties, yet still draw a publicly funded pension. For example, there are numerous
cases where pensioners are income poor, but own and occupy substantial proprieties in
prime real-estate locations. By allowing the principal residence to remain exempt from
the eligibility criteria all governments allow the asset rich to claim a publicly funded
pension.

The income criteria governing public pension programs offer governments a second
avenue in which to pursue administrative rationing. Income, according to the Australian
government, can be defined as income derived from moneys earned, derived or received
for one’s own use or benefit; or a periodical payment or benefit received as a gift or

9

With the OAS being a universal program and the GIS and Swedish supplementary pension being
income-tested, assets play no role in the determination of Canadian and Swedish supplementary pension
benefits.
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allowance including moneys obtained from overseas (Centrelink 2003d). 10 These
definitions are also indicative of the way in which the Swedish supplementary pension
and the Canadian GIS program define income (see Chapter 3).

Even minor changes to the Income Test Tables could potentially have large
ramifications for the cost of public pension systems. Governments seeking to ration
pension resources could easily move to tighten or amend these tables without requiring
parliamentary approval. However, there is no evidence to suggest that government
officials are willing to implement this form of expenditure rationing for first pillar
pension schemes. As one Canadian government official noted during an interview:

Pension supplements are there for our poorest senior citizens, if we were trying
to save dollars they are not the group we would ask to shoulder the burden. By
changing the income rates we would also create disincentives to provide private
forms of retirement income. This is something the department would not wish to
encourage (Interview with Canadian Government Official, 2003).

The assessment of pensioner applications and pensioner status provides governments
with a third avenue in which to achieve administrative rationing. Despite being
extremely difficult to document, recent work by the Australian Auditor-General is
suggestive that this form of rationing might occur on a regular basis. In 2001 the
Australian Auditor-General tabled the first of two reports (ANAO 2001; 2002)
investigating the assessment of new claims for the Age Pension by Centrelink (the
government’s pension delivery agency). The Auditor-General found that between 1
October 1999 and 30 March 2000, 16.1 per cent of the applications lodged for the Aged
Pension were rejected by Centrelink Customer Service Officers (ANAO 2001:14-15).
The Auditor-General recognised the multiplicity of factors which determine the
assessment of a claim and the growing trend in the complexity of each claim, but also
found considerable ‘opportunities for improvement in the administration’ of the entire
Age Pension program to ensure the legally entitled received their benefits (ANAO
2001:15).
10

For example, an Australian who is single can earn up to $A120 per fortnight for a full pension and less
than $A1 266.50 for a partial pension (Centrelink 2003a). While, a single Canadian senior can earn up to
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In 2002, the Auditor-General produced a follow-up report on the methods employed by
Centrelink to monitor existing Age Pension recipients (ANAO 2002). The report
outlined the four ways in which Centrelink reassesses the eligibility of pension
recipients:
•

‘customer initiated assessments’ (when the pensioner provides new
information);

•

‘Pensioner Entitlement Reviews’ (the assessment of whether the customer is
receiving the correct benefit level);

•

‘compliance reviews’ (the assessment of risk of incorrect payment or fraud
based on information provided by the pensioner); and

•

‘automated updates’ (such as changes to account for indexation) (ANAO
2002:14-15).

The Auditor-General found considerable improvement in the overall administration of
the Age Pension since the first audit, but found that the rate of pensioners who received
‘incorrect entitlement’ (28 per cent) was estimated to have increased program costs by
approximately 1 per cent of the entire Age Pension program (ANAO 2002:16-17).
Drawing on Centrelink’s internal data the Auditor-General reported that the value of
incorrect payments approximated $A7 million out of the $A600 million payments made
in total every fortnight (ANAO 2002:17).

In short, analysis of the Auditor-General’s investigation highlighted the potential role
pension delivery agencies play in determining the cost of the pension system. The first
report highlighted that the assessment of new claims for the Age Pension involved the
‘consideration of many factors’, such as income, asset holdings and accommodation
details and thus exposed the potential for governments to ration the costs of new people
coming into the system. The second report indicated the types of rationing devices that
governments can implement to control the cost of people already in the system and
receiving pension benefits (ANAO 2002:14-15). However, it is difficult to conclude that
the actions and politics of Centrelink necessarily contribute to the administrative
an annual income of $CAN12 816 to receive the full GIS benefits of $CAN533.99 per month (HRDC
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possibility of rationing; in fact some of the procedures actually lend themselves to
higher pension costs. Administrative regimes may actually, in some instances, impair
the ability of governments to achieve rationing outcomes.

Given the history of pensions and the possibility for political scandal if administrative
rationing was uncovered by the public, it is difficult to picture a government that would
curtail the cost of pensions through tighter administration of the Age Pension. Such
budgetary action not only contradicts the principles of socialised pension provision, but
also cuts against the wishes of the departments that administer them. The modus
operandi for future governments seeking to achieve rationing may lie with other more
concrete solutions, such as how they choose to index pension payments.

Partial indexation, or an entire lack of indexation, may prove to be an effective rationing
tool for budget guardians. Indexation formulas are often complex in nature and
relatively misunderstood by the population at large, but are arguably more orthodox and
politically acceptable forms of administrative rationing.

The Indexation of Pension Benefits in Australia, Canada and Sweden (Rationing
Instrument 5)

The indexation of government programs is relatively widespread in industrial and
developing countries. The aim of indexing personal benefit programs, in particular, is to
compensate beneficiaries for increases in the cost of living through automatic alterations
in benefit levels. Indexation is often seen as both a ‘moral duty of the state’ to refrain
from “defrauding” pensioners, and a mechanism to help promote saving and reduce the
burden on the state (Premchand 1983:252-253).

In 1973 Australia promised to index pensions at 25 per cent of Average Weekly
Earnings (AWE), but did not do so for reasons of rationing until 1996. Prior to 1996
Australia had linked the pension to changes in the Consumer Price Index (CPI),
however, the incidence of strong wage growth and low levels of inflation throughout the
1980s and early 1990s had slowly eroded away the purchasing power of pension

2002:8).
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benefits (Scherman 1999:18). Hence, in 1996 the Howard government announced a
decision to incrementally increase the indexation of benefits to keep pace with the
growth in wages (Jones 2003:13). The decision amended the rate of indexation to reflect
the six monthly changes in wages that will equal 25 per cent of AWE by 2006. This
decision was a generous one for pensioners, but costly to government (it was not a
rationing decision as such).

In contrast to Australia, Canada ties pension benefits to the growth in the CPI. All OAS,
GIS and CPP/QPP benefits (except for CPP/QPP death benefits) are indexed quarterly
(through the HRDC’s computer data-base system); a system that has been in place since
the 1980s. Sweden, by comparison, employs a different indexation rate depending on
the pillar in question. The first pillar pension (the pension supplement) is indexed to
changes in the CPI, while the second pillar contributory scheme is indexed annually to
reflect changes in the ‘average income growth in society’ (EU 2001b; ISSA 2001:29). A
different index rate was chosen for the contributory pillar during the reform process,
because it allows pension rights to grow in concert with the wages of the ‘gainfully
employed’ (Scherman 1999:18).

Although seemingly innocuous, the indexation of pension benefits has, at times, been a
source of national debate. Pensioner lobby groups, particularly in Australia and Canada,
have been active in promoting the adoption of favourable indexation rates. Governments
have responded accordingly by either changing indexation formulas from wage-based
growth to priced-based growth (or vice versa). Governments have even gone as far as to
experiment with de-indexation techniques to control the cost and the growth of
programs. But the occasions when governments have used indexation to control
spending, the outcomes have been electorally disastrous (Prince 1999).

The introduction of the de-indexation program by the Canadian Conservative
government during the 1980s is illustrative of this point. The 1985 Canadian budget
announced an abandonment of full indexation for certain personal benefits in favour of
partial indexation. The policy sought to adjust benefits and tax credits up to an inflation
rate of 3 per cent annually (not the full amount of inflation) and reduce the indexation
formula used for determining transfers to the provinces. The projected savings of deindexation were substantial, with predictions that the federal government would receive
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a significant windfall over a short-term period (Rice 1987:219). But the political fallout
of the de-indexation program was immense – especially from the cash strapped
provinces – and the notion of de-indexation ‘quickly lost favour within the government’
upon when it was promptly withdrawn (Interview with Keith Horner, DoF, 2003; see
also Chapter 2).

The budget guardians interviewed for the thesis each viewed indexation as a major
threat to the stability of public finances. Officials within the Canadian DoF were
particularly adamant about the effects of automatic indexation on the state of public
finances. One official (who wishes to remain anonymous) even suggested that the only
‘true threat to the long-term sustainability of the programs is indexation, especially if
governments chose to index at average industrial wages’. The official went on to
suggest that indexation is perhaps ‘a greater threat than an ageing population’. Interview
data also revealed that on numerous occasions throughout the 1990s, the department
internally promoted the case for partial indexation at a level below CPI, however, the
proposals were politically unpopular with Treasury Board Ministers and indexation
failed to resurface as government policy.

Despite isolated attempts to use indexation as a control mechanism, the trend has been
to employ indexation for the purposes of providing higher real levels of pensioner
benefits without requiring parliamentary approval. The presence of indexation has
actually provided more scope to increase costs as opposed to rationing them. The use of
indexation as a device of administrative rationing, therefore, requires two
considerations.

First, the timing of indexation is crucial. Indexation may take place at the wrong time in
the economic cycle and place pressure on governments to fund increased benefit costs
during recessionary periods (Weaver 1988). This may prove particularly pertinent in
Canada (and to a lesser extent in Sweden) where benefits are tied to changes in the CPI.

Second, determining which indexation rate to adopt (the CPI, AWE or some other
formula set at a particular percentage rate) will be a crucial question for future
governments (Premchand 1983:254-255). As wages continue to grow relative to the
growth in the CPI (which is predicted to continue for at least until the end of the decade
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in all three countries) governments will be well placed to absorb the cost increases
caused by automatic indexation (EU 2001b; Interview with Phil Gallagher, Treasury,
2002; OSFI 2000; Productivity Commission 2004, 2005; Treasury 2002b). However, as
populations continue to age into the next decade (from 2012 and beyond) and wage
growth declines as a consequence, the indexation rates of Canada and Sweden will place
increased pressure on the public purse to finance benefit commitments. By comparison,
Australia’s indexation rate (AWE) could provide automatic stabilisation (preventing the
disproportionate growth in the cost of pension benefits during economically harsh
periods) over the medium to longer-term.

Rationing Second Pillar (Contributory Public) Schemes: Cash and
Administrative Techniques
The nature, structure and design of most second pillar contributory schemes inhibits the
opportunities of governments to engage in resource rationing. Both the Australian
superannuation system and the Canadian and Quebec Pension Plans are funded from
individual contributions and are off-budget, hence rationing is problematic. As a
consequence, most of the strategies to relieve financial pressure on this pillar have been
pursued through the generation function (see Chapter 6). But, the inability to ration is
not universal and governments have not been incapacitated entirely. The idea of either
placing limits on the level of central government contributions or rationing additional
contributions to second pillar schemes was a major component underlying the strength
of the new pension system in Sweden and the direction to which the discussion now
turns.

Cash Rationing

Sweden’s Automatic Stabilisers (Rationing Instrument 6)

The introduction of the new pension system provided governments with a means to
ration pension resources through transparent and politically incorruptible instruments.
The perception of pension fund collapse offered considerable incentive for reformers to
establish a control device within the pension system that was immune from the
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pressures of party politics. The establishment of automatic stabilisers was seen as
crucial to the longer-term financial stability of pension buffer funds and a novel way of
insulating against pension fund collapse. As discussed in Chapter 2, the outcome was
the addition of three rationing mechanisms that were free from political decisionmaking:
•

per capita indexation of pension rights and benefits linked to wage growth;

•

a ‘demographic devisor’ (that is, the indexation of retirement age to life
expectancy); and

•

an ‘automatic balancing mechanism’ (Paster 2002:v8.1).

The establishment of these mechanisms offered Sweden considerable potential to
exercise the rationing function. The automatic balancing mechanism, in particular,
provided a set of rules and procedures for estimating the assets and liabilities of the new
pay-go system; a mechanism that would automatically adjust benefit in accordance with
economic and demographic fluctuations (Settergren 2001). As the Former DirectorGeneral of the NSIB has expressed:

If the estimated liabilities of the systems exceed its assets, the yearly revaluation
of notional pension capital and pensions will not be based on the rate of growth
of average earnings but on a value that enables pension liabilities to grow at the
same rate as the system’s assets. This will mean a lower index will be applied
for notional pension capital and pensions…. For instance, if the buffer fund
should be wiped out by inflation (or recession) the balancing mechanism takes
care of the situation and reduces pensions for big age cohorts accordingly
(Scherman 2002:10).

The implementation of an automatic rationing device was pursued on the grounds it
would simultaneously protect politicians from the need to ration pension expenditures,
whilst also protecting central government finances from having to provide massive cash
injections to fulfil unmet pension commitments. Since its inception the new pension
system has not been required to enact the mechanism, hence any evaluation of its
success would be premature (MoF and NSIB 2001:4; Interview with Per Akesson,

224

NSIB, 2003; Interview with Ole Settergren, NSIB, 2003). 11 That being said, speculation
about the success of this instrument reveals four important questions:
•

Will future pension benefits provide a decent standard of living if they are
rationed?

•

How will the technical aspects of the stabilisers be defended politically?

•

Who will wear the political damage of reductions in pension benefits which
cause voter disharmony – particularly, as pensioners grow in number over the
coming decades?

•

Will political interference result as a consequence of future reductions?

Interview data suggests that the architects of the scheme (experts within the NSIB)
appear most concerned about the long-term ability of the automatic balancing
mechanism to maintain ‘effective ongoing expenditure control’ (Interview with Ole
Settergren, NSIB, 2003). They argue that while the automatic stabilisers make the new
pension system a ‘technocrats dream’, they also recognise the need for the balancing
mechanism to be fully understood by the public and for the leaders of the major
parliamentary parties to publicly defend it when necessary (NSIB 2002c; Interview with
Danne Mikula, NSIB, 2003). As one member of the NISB noted in 2003: ‘the real test
for the new pension system is when we lower benefit levels’ (Interview with Per
Akesson, NSIB, 2003). Furthermore, interview data revealed that ‘a nervous
constituency and reactive politicians’ could result in either the tampering of a
technically sound system or additional payments from central government’s budget to
meet benefit shortfalls. Such interference would undermine the technical competence of
a system seemingly immune from the whims of the budget and the broader political
process.
Administrative Rationing 12

The nature, structure and design of second pillar schemes offer limited opportunities to
implement administrative rationing techniques. The existence of a fully-funded system,
11

The mechanisms were activated by an act of the Swedish Parliament in May 2001
Refer to the previous section concerning indexation of pension benefits for additional comments on the
administrative rationing of second pillar schemes.
12
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comprised of individual contributions in Australia, provides few opportunities to engage
in administrative rationing. That is, governments have little or no role in rationing a
privately funded system. In Canada and Sweden, even though government administers
contributions, there are also few avenues in which to achieve rationing through
administrative procedures. In other words, pension rights are granted according to strict
and clearly defined rules and procedures and there is no evidence to suggest the rules
and procedures of second pillar schemes have been curtailed by national governments to
achieve rationing outcomes.

Administrative rationing of this pillar tends to occur through other mechanisms at a
broader policy level. Strengthening the link between pension benefits and contributions,
or changing the age/circumstances at which individuals can take final benefits are all
forms of administrative rationing (Scherman 2002:4). Reforms such as these have been
analysed as a consequence of the policy function and will be discussed in more detail in
the next chapter.

Scope for Rationing Pension Resources: Additional Opportunities Available
to Pension Actors
This chapter has demonstrated, thus far, how the nature, structure and design of pension
systems impacts on the ability of guardians to ration pension resources. It has
highlighted the different instruments in place to achieve rationing outcomes and
suggested that rationing actually occurs across a more varied set of circumstances than
is indicated by much of the current budgetary literature. These findings also directly
challenge conventional wisdom within the budget literature (such as, Heclo and
Wildavsky’s 1974 maxims) and demonstrate the need to further develop our
understanding of how governments ration a large and growing proportion of annual
expenditure. The following discussion builds on these findings by considering whether
additional opportunities are available to pension actors that sit outside the instruments
suggested by McCaffery and Jones (2001).
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First and Second Pillar Pension Schemes

First pillar tax-financed schemes offer few possibilities to ration pension resources
outside those already identified in this chapter. Universal programs, such as the
Canadian OAS program, provide few opportunities to implement rationing instruments
and, therefore, offer guardian agencies little incentive to engage in activities that fall
beyond the norm (such as, schedule and timing changes). In addition, the off-budget and
contributory nature of second pillar schemes has generally inhibited guardians from
pursuing cost control measures outside the parameters of the annual budget process.
Comments collected during the interview process are indicative of the approach that
central budget agencies take towards guardianship of first and second pillar pension
schemes:
•

‘The only time we [the Department of Finance] look at the pension system is
when a pressure group or parliamentary committee make a proposal and then we
do some work’ (Interview with Stephane Jette, DoF, 2002);

•

‘… there is no ongoing policy reflection [within the TBS] because the OAS is a
statutory program’ and, therefore, does not play ‘the challenge function’. ‘The
only thing that I can challenge them on [that is the HRDC] is their
administration costs and as long as they do not ask for new money, there is not
much I can do’ (Interview with Joe Shebib, TBS, 2002); and

•

‘… we only examine incremental transactions’ (Interview with Joe Shebib, TBS,
2002).

Interestingly, interview data collected for this thesis revealed similar sentiments in
Australia. Discussions with Treasury and the DoFA reveal little ongoing reflection
about first and second pillar resources and may even indicate a break from notions of
traditional budget guardianship. 13 Beyond the presence of an eligibility criteria regime
and a convoluted taxation system (see Chapter 6), which both provide scope to perform
the rationing function, Australian guardians have demonstrated little interest in pursuing
rationing outcomes.
13

For instance, the discussion contained within the Treasury’s own Intergenerational Report (Treasury
2002b) highlights a belief in the virtues of planning based on assumed levels of future economic growth.
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By contrast, interview data revealed that Swedish guardians are determined to explore
ways of rationing pension resources that fall beyond the instruments recognised in this
chapter. The maintenance of extensive expenditure tracking and data/information
systems allows the MoF to play a vital role in monitoring the finances of first and
second pillar pensions. These databases provide the MoF with numerous opportunities
to challenge the assumptions of spending agencies and to undermine the power of
pension authorities. Such databases will, undoubtedly, become an important tool for the
achievement of rationing outcomes over the coming decades and may even provide the
basis for developing new and innovative ways of controlling old age pension resources.

Concluding Remarks: Rationing Pension Resources to Meet Future
Commitments
The commonly held myth that governments have completely ‘lost control’ over
entitlement and statutory expenditure (Peterson and Howe 1988; Taverne 1995), has
been substantially dispelled by this chapter. Despite obvious limitations, an analysis of
how pensions are reviewed, within each country, has revealed numerous rationing
possibilities open to future governments. Governments employ various mechanisms to
assist in the control of the public costs related to each pillar of the pension system. First
and second pillar pension schemes have in place a range of rules and procedures
governing the payment of pension benefits – despite both Canada and Sweden having
universally accessible pension schemes which are not amenable to rationing. These can
be viewed as instruments for rationing which range from the open and transparent
through to covert and secret forms of political control.

But the nature, structure and design of each pension pillar impacts on the ability of
governments to control the resources which flow out of pension systems at any one
point in time. In some circumstances rationing opportunities lay in non-traditional
budgetary mechanisms, while in others rationing makes little or no sense. Budget
guardians must rely on the ‘good will’ of pension agencies (who hold considerable
power) to exercise the rationing function. The essence of pension rationing over the
A policy statement which thereby contradicts Heclo and Wildavsky’s (1974) fourth maxim – distrust in
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longer-term will, therefore, lie in the ability to maintain informal relationships with
other dominant pension actors.

The inability or reluctance of traditional budget agencies to ration pension resources
may also be explained through the adverse social effects of rationing. By rationing
pension resources governments bring to bear many of the concerns about aged poverty
that initially brought pensions onto the political agenda. Hence, it remains open to
speculation as to whether governments will ever actuarially adjust pension benefits in
accordance with the financial risk facing future societies (Ingles 1982:28).

The thesis now turns to consider the policy options facing governments over the coming
decades. Given the analysis contained within chapters 5, 6 and 7, the following chapter
first canvasses eleven policy options concerning long-term budgeting and old age
pension systems, and second considers the politics surrounding each policy option.

decision-making based on assumptions about economic growth (1974:48).
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CHAPTER 8

THE POLICY FUNCTION:

POLICY OPTIONS FOR MEETING FUTURE PENSION
COMMITMENTS

An ageing population will place structural pressure on governments to fulfil the claims for
future pension resources – the problem upon which this thesis has been founded (see
Chapter 5). Such pressure will impact upon the budgetary functions of national
governments and influence the policy decisions of the coming decades. It is these policy
decisions (opportunities) that form the focus of this chapter. The following discussion
canvasses and then assesses eleven policy options as a means of addressing the research
problem and as a capstone chapter to the analysis. Derived from the application of the
theoretical framework, this chapter offers three categories of policy options for decisionmakers of the future to consider.

Based on the absence of a focal point for the information generated by pension actors
(Chapter 4), the first category offers five policy options to improve the information
exchange and planning capabilities within government. The second category, rationing
claimants and adjusting resources, offers another five options derived from analysis about
how governments can alter resources to meet the demands of future pension commitments
(Chapters 6 and 7). The third category offers two policy options that fall outside the domain
of government budgeting, but have a direct impact on the longer-term costs of old age
pension systems. Taken together, these options demonstrate the capacity of the theoretical
framework developed in this thesis to diagnose long-term budget problems and to offer
meaningful policy solutions.
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Limitations of Current Budgetary Arrangements: why Medium-term
Frameworks are Insufficient?
Today many OECD countries employ three to five year accrual budget frameworks, which
in some instances also include reports about the longer-term state of revenues and
expenditures (see, for instance, GAO 1999; NZ Treasury 2001). 1 However, the existence of
medium-term budget frameworks and longer-term reporting alone has not provided
sufficient impetus to deal with the looming pressures of an ageing population – especially
with regard to old age pension expenditure. The limitations of current budget frameworks
to deal with pressures for pension resources over the longer-term can be summarised in the
following ways (see Chapter 1).

First, a large component of each pension system sits outside the annual budget process.
Chapter 6 indicated that while government contributions to pension systems are significant,
the existence of contributory and actuarially balanced pension schemes means that a large
part of each pension system has little or no ongoing relationship with the budget process.
Analysis of current budget processes reveals little about how national governments can and
have addressed the longer-term pressures for old age pension resources.

Second, the short to medium-term focus of politicians and budget frameworks is not
conducive to tackling longer-term pressures. Budgets are enacted on a relatively short-term
basis in most OECD countries (a consequence of legal and constitutional requirements to
pass supply, as well as the conventional role of the legislature in financial decision-making)
and longer-term issues are not usually considered until they impact upon the immediate

1

Australia was the first of the three countries to adopt a full medium-term accrual budget format in 19992000 – with Canada and Sweden following in 2002 and 2003 respectively. The merits of a move to an accrual
system were grounded in the promise of timely information necessary for medium-term planning and policy
development. Furthermore, accrual budgeting promised to overcome the limitations of traditional cash
systems by identifying the ‘full costs’ of all government programs and providing the information necessary to
mange the finances of agencies in the out years (Lakshman and Reid 2003:16-22; Parliamentary Library
2000). These frameworks employ processes which fund agencies for the delivery of agreed outcomes, outputs
or stated objectives via three-to-five year budget allocations. Budgetary allocations are based on prudent
rolling medium-term projections about the state of economic growth, productivity, inflation and employment
growth.
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success of political elites. The short to medium-term approach to budgeting has often been
criticised for facilitating an ad hoc and piecemeal approach to decision-making and for
inhibiting the effective allocation of public resources (OECD 1997a:5). 2

Third, the existence of medium-term budget frameworks has been accused of perpetuating
budget incrementalism, the antithesis of long-term budgeting (Schick 2004a; 2004b). The
tendency to ‘overestimate the future growth of the economy’, the perception of spending
ministers and agencies that forecasts are an ‘entitlement’ and the inability to elicit rationing
when it is clear that economic assumptions are incorrect, has impacted significantly on
budgetary decision-making within medium-term frameworks (OECD 1997a:5; see also
Ippolito 2003:295-297). Incremental tactics have often been employed to insulate decisionmakers from the perils of multi-year budgeting and to minimise conflict between budget
actors.

Fifth, medium-term frameworks have not appeared to facilitate additional parliamentary
interest in future budget issues – even when facing seemingly insurmountable public policy
problems. There is little evidence to suggest that Parliaments have been used as a ‘forum
for discussing the longer term’ or ‘as a prelude to setting annual budgets’ since the
introduction of medium-term frameworks (OAG 1995:11). Parliaments to this day, still
display little ongoing interest in debating longer-term budget pressures (Ippolito 2003:293).

The current budget processes of most OECD countries bear a striking resemblance to those
of the case study countries – that is, they demonstrate inadequate processes to deal with the
problems caused by rising levels of entitlement spending. Even though pensions are
calculated under the MTEFs of each country, interview data reveals that pensions escape
traditional budget scrutiny or review. MTEFs do not assess the stability of off-budget
(second pillar) pension pillars or the impact of pressures beyond the scope of the
framework. Couple these comments with predictions about future demographic pressure
(see Chapter 5) and it is clearly evident that MTEFs alone will fail to provide a sufficient
2

Refer to Olofsson (1987:279) for comments about the origins of a medium-term budget framework.
Olofsson challenges the perception that the origins of MTEFs lay in the 1970s and 1980s, by tracing mediumterm budget thinking in Sweden back to the 1950s.
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basis for the anticipation, conceptualisation and analysis of longer-term budgetary
pressures.

The Main Policy Options
The policy options offered in this thesis fall under three categories: (1) information
exchange and planning; (2) resourcing adjustments; and (3) other issues of policy. These
policy options are displayed in Table 10. It is important to note that while some of these
options are layered policy responses to longer-term budget pressures that cohere, some are
also stand-alone options which may be contradictory. As a consequence, the policy options
are initially presented on an equal basis. An assessment of the political likelihood that each
option will not only be adopted but will also improve long-term budgetary decisionmaking, forms the final aspect of the chapter.

Table 10 – The Main Policy Options Available to National Governments

Number

Policy Option

Option 1

The establishment of “fiscal principles” to encourage longer-term thinking within
government

Option 2

The establishment of a Cabinet sub-committee to examine long-term budget
pressures

Option 3

The establishment of periodic, cross-jurisdictional forums of pension review

Option 4

The creation of a “Future Fund”

Option 5

Altering eligibility requirements

Option 6

Tightening administrative procedures

Option 7

Capping benefits and removing additional programs

Option 8

Increasing pension contributions

Option 9

Incentivising taxation structures

Option 10

Attracting more young, skilled migrants

Option 11

Inducing higher levels of fertility
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Exchanging Information and Planning

This thesis canvasses two policy options to improve the planning capabilities of national
governments. Enhanced planning capabilities will provide governments with the
anticipatory, conceptual and analytical tools to address future pressures within the claiming
function. These options can be broadly identified as processes that facilitate the better use
of information amongst budget actors, and the establishment of processes which encourage
better planning outcomes.

Exchanging Information

The exchange of information between budget actors is crucial in the determination of
budget outcomes (Heclo and Wildavsky 1974; Savoie 1990; Schick 1990:31-32; Wanna et
al. 2003). It is essential that long-term budgetary information is not only generated, but also
openly shared amongst budget actors – in particular, by those that hold decision-making
capacity (see Chapter 1). Chapter 4 demonstrated the vast quantities of long-term budget
information that is generated at both the centre and periphery of government. However, it
also revealed the absence of a focal point and the absence of a process for integrating longterm budget information into the annual decision-making of a government. Longer-term
information (be it actuarial or policy related) rarely finds its way onto the political agenda
unless it is mandated by statute or regulation and influenced by a confluence of political,
economic and demographic factors (see Chapter 5). This chapter, therefore, proposes the
establishment of a mechanism that focuses the attention of budget-decision makers on the
vast quantities of information generated about long-term budget pressures.
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Option 1. The establishment of “fiscal principles” to encourage longer-term thinking
within government. 3 This option proposes the establishment of formal procedures for
ensuring that government regularly publishes long-term budgetary information. This
chapter, therefore, proposes the establishment of a charter (containing fiscal principles)
which stipulates the reporting of future fiscal matters and encourages the consideration of
such themes as: longer-term fiscal stability and sustainability; intergenerational fairness and
equity; and transparency within government.

To date, several OECD countries have adopted fiscal principles in varying forms. They
range from loose guidelines (such as, Australia’s Charter of Budget Honesty Act 1998), to
more stringent sets of rules which attempt to control the behaviour of governments (such
as, the UK’s Code of Fiscal Stability 1997 and New Zealand’s Public Finance Act 1989
and Fiscal Responsibility Act 1994). Provided fiscal principles are ‘tailored’ to the
individual circumstances of a country and are ‘able to evolve over time to changing
pressures’ the establishment of them should ‘contribute appreciably to good’ budget
outcomes (Simes 2003:20).

The Australian Charter of Budget Honesty Act 1998 provides, perhaps, the most robust
model in which to consider what principles a charter might contain and how it might relate
to existing budgetary processes. The Australian charter provides an organised mechanism
for the ongoing reflection of pension finances and other future expenditures, particularly its
requirement that no more than five years shall pass before the Commonwealth government
must report on the future of public finances (Part 6). The stated aims of the charter
(principally to ‘improve fiscal outcomes through sound financial management’) are clear,
but sufficiently broad to give governments’ adequate flexibility to meet the demands of a
changing environment (www.finance.gov.au, 22/12/2004). To quote the second reading
speech of the original 1996 Bill:

3

This option avoids the term “fiscal rules” common in much of the literature, instead employing the broader
notion of “fiscal principles”. The implementation of principles, as opposed to rules, recognises the historical
limitations rules have faced through their implementation (for example, balance budget legislation in the US)
(Tanaka et al. 2003). It provides budget actors with a broader set of parameters in which to operate and
minimises the need for the manipulation of outcomes to meet the criteria laid down in fiscal rules.
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The Charter’s aim is to… improve fiscal policy outcomes by providing a framework
for the conduct of government fiscal policy. It seeks to achieve this objective by
requiring the Government’s fiscal strategy to be based on sound financial
management and for the publication of regular reports setting out such strategy
(Australian Parliamentary Debates, 11 December 1996).

Under the terms of the charter, governments are required to give consideration to the
impact of fiscal and budgetary policy on the equity between generations over a five year
cycle. An Intergenerational Report must assess the ‘long-term sustainability of current
government policies over the 40 years following the release of the report, including by
taking account of the fiscal implications of demographic change’ (s. 21). To date the
Australian government has produced one Intergenerational Report (Treasury 2002b) and is
in the process of preparing a second. The first Intergenerational Report was greeted as a
perfunctory statement drawn almost exclusively from internal Treasury sources – there has
been some comment that the second report will be an improvement.

Assessment of the Australian experience suggests four reasons why establishing a charter
might be beneficial. First, governments have invested considerable resources to ensure
these reports are accurate and correct. The desire to provide accurate information enhances
the level of transparency within government over time (Heald 2003). Second, the charter
summarises future budget pressures in such a way that it can be easily presented to Cabinet
ministers for decision-making. Third, it provides a forum that could potentially facilitate
greater cooperation between pension actors. The Australian experience has shown that a
charter laid the foundation for improving the level of discourse between budget guardians,
the agents of spending, independent experts and policy-makers that, arguably, could not
transpire otherwise (see, for example, Costello 2004a). Fourth, by placing long-term budget
information regularly on the political agenda, the charter offers a set of policy options (at
least implicitly) that can be publicly debated and developed over time.
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Better Planning

If a fiscal principle (charter) is adopted, it is then imperative that political decision-makers
are offered an organised forum to consider the planning capabilities of government. This
could be achieved though the establishment of two information sharing forums. The first
proposal is a Cabinet sub-committee (triggered by a fiscal principle) to examine longerterm budget pressures. The second option is a cross-jurisdictional forum to review the
financial stability of pension pillars on a triennial basis.

Option 2. The establishment of a Cabinet sub-committee to examine long-term budget
pressures. The establishment of a Cabinet sub-committee provides a forum for the ongoing
reflection of pension fund stability. A sub-committee not only provides government with a
tool of anticipation, conceptualisation and analysis, but also with a tool that has
considerable decision-making capacity (especially, in Australia and Canada where majority
government has been the norm over the past half century).

The membership of a Cabinet sub-committee is crucial to its success and in ensuring it
arrives at meaningful decisions. The membership should contain a balance between
relevant ministers (and officials) to ensure equal weight is given to financial and social
issues. A likely membership would include a guardian (finance or treasury) minister, a
minister with major social expenditure responsibilities and the PM or a parliamentary
leader. The presence of senior government ministers will ensure that decisions of the subcommittee become vehicles of government policy.

Option 3. The establishment of periodic, cross-jurisdictional forums of pension review. The
second option to improve the planning capabilities of government is the establishment of a
triennial forum that crosses both party and jurisdictional borders. A triennial forum
provides governments with a timeframe that is beyond the annual budget cycle, but is still
within the scope of most MTEFs. A timeframe beyond three years may allow too much
time to elapse before budget pressures are identified, debated and addressed. Each forum
should be chaired by a senior central government finance or treasury minister and attended
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by sub-national finance ministers or parliamentary leaders. By allowing guardians to
chair/control each forum, it insulates pension systems from the claimant communities that
typically dominate old age pension policy domains (see Chapter 4). The inclusion of subnational governments within the decision-making process also improves the likelihood of
gaining the public acceptance necessary for substantive reform of old pension systems –
further enhancing its validity.

The three yearly review of the financial stability of the CPP provides a robust model for
how a triennial review could function. With the appropriate adaptations for each pension
pillar a triennial review could be used to assess the direct and indirect financial
contributions made by every order of government. Such a forum could, among other things,
highlight where policies/programs overlap and contradict the financial and non-financial
imperatives of the entire pension system. For instance, an Australian and Swedish forum
could not only review aggregate pension costs and the relationship between each pension
pillar, but also ensure that the social integrity of pension programs is maintained. By
comparison, the review of the CPP could be extended to consider the health of all pension
pillars and related programs.

Option 4. The creation of a “Future Fund”. The establishment of a “Future Fund” would
utilise annual budgetary surpluses, created during one generation, for the unfunded social
welfare liabilities of the future. This proposal offers a strong platform upon which planned
resource generation can take place, by providing a pool of resources capable of financing
the retirement of the baby boomers and an ageing population.

It is foreseeable that the resources for a Future Fund would be derived from two possible
sources. First, resources generated during periods of sustained budget surplus could be
earmarked for investment in a Future Fund. Australia has been one of the few countries
within the OECD to offer a proposal of this nature through a policy entitled, ‘Investing for
the Future’. 4 Primarily a tool to fund the superannuation commitments held by the

4

Investing in the future was a 2004 electoral commitment to secure the future stability of public finances in
the face of an ageing population.
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Commonwealth government, Treasurer, Peter Costello, proposed the establishment of a
‘Trust Fund’ to tackle the issue of baby boomer retirement (Costello 2004b). 5 The
Treasurer pledged to designate a portion of the annual budget surplus (commencing in the
fiscal year 2004-05) for the purposes of financing the unfunded superannuation
commitments held by the Commonwealth government. As yet, there is no indication from
the Conservative government whether this policy approach will be extended to the income
retirement system more generally.6

Second, resources for a Future Fund could be derived from cost savings associated with an
ageing population. A large body of documentary evidence suggests that as populations age
governments will experience a proportional decline in the demand for children’s education
(including tertiary), childcare and juvenile health. Such declines will provide scope to
reallocate much needed resources to demographically sensitive old age pension programs
(Burtless 2002:15-16; EU 2001a; OECD 1995:15-16; Productivity Commission 2004,
2004; Tatchell 2004:44; Treasury 2002b).

Whether derived from budget surpluses or changing demographic circumstances there is
considerable scope for policy-makers to establish a Future Fund that will assist in financing
an ageing population. There are currently no legal or constitutional barriers preventing the
adoption of this option as government policy in Australia, Canada and Sweden. Its success
will, therefore, hinge on ensuring that politicians do not spend/waste the resources of a
Future Fund or make investment decisions that are detrimental to its longer-term stability.

5

The Commonwealth government currently holds $88 billion in unfunded Superannuation liabilities for its
public servants (Costello 2004b) which will form a large and relatively immediate drain on consolidated
revenues when the baby boomers start retiring in significant numbers in 2008.
6
The use of ‘budget windfalls’ for the purposes of longer-term unfunded liabilities has also received bipartisan support within Australia. Former Labor Party Opposition Finance Minister, Bob McMullan (2004),
argued during the same election campaign that Labor would use current budget surpluses to fund future
demands for social welfare benefits if it won government. However, the Labor Party failed to detail the
objectives of the program and specify whether it would be expended to unfunded pension liabilities.
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Rationing Claimants and Adjusting Resources

This thesis has demonstrated the increasing pressure on future governments to top up
pension programs as populations age. Hence, it is important to consider how this pressure
on pensions can be relieved. Control over pension resources can be achieved through
changes to the existing structures of pension pillars and through minimising the incentives
for middle and upper-income groups to claim a publicly funded pension.

Rationing the Claimants

Rationing pension resources is an inherently difficult exercise due to the legal status of
most schemes. However a further exploration (Chapter 7) revealed that, while inherently
problematic, governments actually have at their disposal a more complex range of rationing
devices than is outwardly apparent. Three distinct approaches have been identified which
can assist governments in rationing pension resources and the claimant activity that is
brought about by structural demographic forces. These options involve: amending the
processes which define pensioner eligibility requirements; amending administrative
procedures which govern pension programs; and capping benefit levels and removing
additional programs. Each option will assist governments to maintain the financial stability
of pension systems over the longer-term.

Option 5. Altering eligibility requirements. Chapter 7 highlighted the various ways of using
eligibility criteria to control pension costs. From this research the chapter offers two policy
directions in which alterations to eligibility criteria can be made to achieve resource
rationing outcomes: (1) amendments to qualifying ages; and (2) alterations to the asset and
income criteria governing pensions.

Increasing the qualification age for retirement benefits staggers the burden of baby boomer
retirement. Increasing the qualifying age diffuses the pressure of the ‘demographic bulge’
on first pillar schemes and provides additional contributions to second and third pillar
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programs (Milligan 2004). This option can be applied equally to all three pension pillars
and across each country.

Recent moves to prevent the incidence of early retirement and to bring the age of retirement
up to a minimum of 65 years for both men and women has been a feature of the reform
agenda in each country. For example, Swedish reforms, increasing the qualifying age for
full pension benefits to 65 years, have not only saved billions of Swedish Kronor in pension
commitments, but have also injected additional resources and productivity into the national
economy (MHSA and NSIB 2003). But governments have at their disposal a window of
opportunity to do more as the retirement of the boomers draws near. Increasing the
retirement age by 5 years for both men and women, across all three pension pillars, would
have profound longer-term economic and fiscal affects. New legislation changing the
qualifying age to 70 years for first, second and third pillar plans would deliver vital
resources to an ageing society.

Alterations to the income and asset criteria governing first pillar schemes also presents
governments with opportunities to achieve rationing outcomes. These proposals, derived
from the implementation of stricter regimes, will facilitate the better targeting of benefits
and save governments considerable resources over time. Primarily the concern of first pillar
pension schemes and some second pillar schemes, this chapter offers two avenues in which
resource rationing can be achieved. One option involves tightening the criteria governing
benefits and broadening the concessional arrangements offered to old age pensioners. The
second option concerns a liberalisation of the criteria restricting access to benefits and offsetting this by tightening the concessional arrangements governing each pillar.

Option 6. Tightening administrative procedures. The tightening of administrative
procedures can assist government in rationing pension resources. The following three
options are indicative of the possibilities and techniques available to government, however,
it is important to note that there are numerous other means through which rationing can be
achieved. Such techniques may include: denying or delaying the payment of benefits;
complicating the application process; more strictly reviewing the administrative cost of the
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program; and reviewing the total wealth status of an individual on a more regular basis.
These options are based on evidence collected during the interview process which
suggested that over or incorrect payment of pension benefits were a regular and expensive
feature of some pension schemes.

The implementation of systems that ensure service delivery agencies pay the correct level
of benefits is the first necessary procedural change – especially, in circumstances where
individuals are on different or graduated levels of pension benefits. Australia, Canada and
Sweden currently spend a very small percentage of annual pension expenditures on
ensuring the correct level of benefits are paid to pensioners. A small funding increase
would assist governments to ensure the correct level of benefits is paid to recipients. While
such a policy would have an immediate impact on the running costs of pension systems, it
would provide governments with longer-term savings by ensuring that pension benefits are
only paid to the eligible.

Enhancing the review mechanisms for first pillar benefits offers governments a second
procedural amendment to achieve rationing outcomes. Australian, Canadian and Swedish
pensioners are currently subject to an annual review of first pillar pension benefits.
Reviewing the status of an individual’s eligibility more regularly would ensure that only
those who qualify receive pension benefits. This would provide disincentives for wealthy
individuals to restructure their finances in order to receive a public pension, thereby,
offering a mechanism of cost control over the longer-term.

Finally, governments could offer harsh penalties for those recipients who are convicted of
filing fraudulent claims for old age pension benefits, particularly with regard to tax and
income minimisation schemes. The current penalties for fraudulent claims include
imprisonment, a monetary fine and, or, both. More stringently administering the program
could provide cost savings and significant disincentives for people to unfairly consume
public resources. The trend towards harsher forms of punishment, used to prevent fraud of
unemployment benefits, could provide a basis for policy design. However, it is extremely
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important to recognise both the political and practical limits of pursuing a policy such as
this.

Option 7. Capping benefit levels and removing additional programs. This chapter
canvasses two options for capping old age pension benefits: (1) the establishment of
automatic balancing mechanisms, such as those in Sweden (see Chapter 7); and (2) tying
old age pension expenditure to levels of GDP or economic growth. Moreover, the removal
of additional claimant groups from the old age pension system landscape offers a final
rationing option.

The establishment of automatic stabilisers offers a politically neutral mechanism for
controlling the costs of first and second pillar schemes. Both the CPP/QPP and, to a lesser
degree, the Age Pension, could benefit from such a policy proposal. Actuarially balanced
devisors limiting the payment of CPP/QPP benefits may, in theory, prevent political loss if
expenditures exceed revenues over a short-term period. Enacted automatically and outside
the political domain, these would ease the concern of many Canadian citizens over the
future health of the CPP/QPP, thereby encouraging Canadian workers to invest in the
CPP/QPP over the longer-term.

The establishment of stabilisers in Australia is, by comparison, more problematic. Without
any degree of hypothecation it would be impossible to determine the point at which the Age
Pension falls into deficit in actuarial terms. As such, the removal of automatic indexation
could be an alternative option for the Australian Age Pension. By delaying the application
of indexation, governments would provide an immediate brake on first pillar pension costs.

Old age pension expenditure could also be tied to levels of GDP or economic growth (as
Singapore does for many of its expenditure items). Assuming that other areas of public
expenditure will not increase in priority over the coming decades, capping pension
expenditure at a rate between 2 and 4 per cent of GDP (with an allowance for population
ageing) would provide governments with a politically transparent mechanism in which to
implement budget guardianship when, or if, required.
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Finally, governments could ensure (through the use of other policy tools) that old age
pension systems remain free from other programs of social welfare (for example, the
disability component could be removed from the CPP/QPP and the Australian Age Pension
could be quarantined from the effects of the Disability Support Pension). The more pension
systems remain dedicated only to old age pension provision and the fewer programs that
drain the resources of a pension fund, the less pressure each pillar will face in the future.
Such a move reduces the claimant pressure on old age pension programs and allows
governments to deal solely with old age pensioner lobby groups without interference from
other representational interests.

Adjusting Resources

Chapter 6 noted the attempt by governments to shift the responsibility for old age pension
financing to the individual, as a means of alleviating budgets from the pressures of pension
financing. It is within this context that the following two policy options are offered. The
first option involves increasing the level of financial contributions to first and second pillar
programs, while the second involves making tax structures more attractive to individual
savers.

Option 8. Increasing pension contributions. It is essential that pension contributions not
only meet current pension commitments, but also the demands of a population that is living
longer (see Chapter 5). Over time, pension contributions will be required to meet an everincreasing number of pensionable years and it is, therefore, essential that steps are taken to
ensure contributions provide an adequate pool of retirement savings. If contribution levels
prove to be inadequate over the longer-term, the burden will undoubtedly fall back onto the
public purse for the provision of resources. The question then becomes; if contribution
increases are necessary, who in society will bear the burden – workers, employers or
government? Generating additional resources from each contributory group involves
individual policy options.
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Workers contribute to the pension system in two ways. The first is through the income
taxation system (which uses the taxes of current workers to finance the pensions of current
retirees). The second is through direct pension contributions to individual or contributory
pension funds. Increasing income tax levels by a nominal amount (say 1 per cent at each
tax bracket) or increasing individual contributions to second pillar schemes (by a rate of 5
per cent) is a viable option for the governments of Australia and Canada to consider.
Sweden currently has a combined contribution level of 18.5 per cent and, as such, reforms
of this nature would not be necessary. A significant and immediate spike in the contribution
rate would provide a short-term injection of capital into contributory systems, as well as
longer-term and ongoing financial relief and fund stability. Alternatively, governments
could nominate that employers bear the cost of increased pension contributions.

Contribution increases could also be derived from other revenue sources. For instance, a
recent debate in Australia has called for an increase (or levy) in the Goods and Services Tax
(GST) to meet the future demands of an ageing population. Increasing the GST by 5 per
cent to a rate of 15 per cent would provide Australian governments with a broad-based tax
solution to a relatively specific, yet important issue of public policy (Keating 2004; Uren
2004b). Canada could look to adopt a similar tax policy proposal with its GST/PST.
Sweden could either earmark a set proportion of its high GST or consider an additional
imposition taking it to around 30 per cent.

Option 9. Incentivising taxation structures. Chapter 6 demonstrated that the complexity of
the taxation structures governing income retirement systems was a major impediment to
their attractiveness as a vehicle for longer-term saving and investment. This option suggests
there is scope for governments to simplify the tax treatment of retirement income and erect
a more coherent and easily identifiable system in its place. This would hold particular
relevance in Australia, where an overly complex structure of taxes exist and in Canada
where the ageing of the population is most profound. Currently only two in five Canadian
workers (5.9 million) have RRSPs. A move in this direction would arguably encourage
individuals to up take RRSPs in greater numbers and alleviate the burden of ageing on
CPP/QPP finances (www.statcan.ca, 2/11/2004). It similarly provides Australian
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superannuation account holders with distinct incentives to invest in the superannuation
system, as opposed to other forms of investment or immediate consumption.

Additional Policy Options

This chapter recognises two policy options which fall outside the budgetary parameters
defined by the structure and logic of this thesis, but are crucial to the policy design: firstly,
increasing annual immigration; and secondly, increasing the fertility rate. Taken together,
these proposals assist to lower the rate of economic dependency that is expected to impact
significantly on Australia, Canada and Sweden over the coming decades (see Figure 6).

Immigration Policy

Option 10. Attracting more young, skilled migrants. This option proposes to increase the
annual population intakes of each country for the purposes of directly addressing the rate at
which populations are ageing. Increasing the population intakes of each country from the
current rates of approximately 88 900 (Australia in 2002), 229 100 (Canada in 2002) and 44
100 (Sweden in 2001) would have a significant impact on the levels of resources required
to finance a growing dependency ratio (DIMIA 2003; CIC 2002; MDCMAP 2002).

Table 11 – National Immigration Levels Between 1992 and 2002

Year

Australia

1992
76 300
1994
87 400
1996
85 800
1998
84 100
2000
92 300
2002
88 900
Source: DIMIA 2003; CIC 2002; MDCMAP 2002.

Canada

Sweden

254 800
224 400
226 000
174 200
227 300
229 100

39 500
74 800
39 900
34 900
41 700
44 100 7

Table 11 indicates the relative stability of immigration intakes over the past decade, with a
small increase being recorded by each government between 1992 and 2002. A steady
7

Due to reasons of English translation, only data relating to 2001 could be sourced for this figure.
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increase of targeted immigration (that is, young, skilled and semi-skilled immigrants) of 5
per cent per annum (beginning in 2005) until 2010 would provide the stimulus needed to
immediately lower the dependency ratios of each country, but would also have a very small
impact on longer-term demographic profiles (Productivity Commission 2004:32-43). In
addition, an influx of young, skilled workers would assist in increasing the productive
capacity of each nation and provide the revenue streams necessary to finance the pension
commitments of an ageing population.

Changing the Trajectory of Fertility

Option 11. Inducing higher levels of fertility. Chapter 5 demonstrated both the historical
decline and projected plateau of fertility in Australia, Canada and Sweden (see Figure 2). It
also indicated that increasing the fertility rate is essential in alleviating the fiscal problems
associated with an ageing population. There are numerous policy options available to
national governments.

The first option offers direct financial payments that encourage women to have more babies
at an earlier age. Australia has recently moved towards this policy position with the
introductions of the ‘baby bonus’ for parents of babies born after 31 December 2003. In
2004 the Commonwealth government announced a scheme that offered the parents of
newly born children a tax rebate to the value of $A3000 (with extra moneys available for
the birth of additional children). There is also scope for the establishment of parallel
schemes which directly encourage childbirth in Canada and Sweden.

The second option for stimulating fertility involves more indirect ways of assisting parents
with the total cost of raising children. Improving the generosity of paid maternity leave (to
both mothers and fathers), increasing the subsidies for childcare and improving the standard
of public education and public health are complex, but necessary policy options that ease
the burden on families. Additional funding for these services could prove to be a valuable
mechanism for improving the fertility rates of countries, such as Australia and Canada,
where they are often residual in nature. However it is important to note, that the design of
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these programs must be such as to ensure additional spending on children does not just
result in more spending on fewer children. These proposals are indicative of the broad
options available to government that assist in the cost of raising children and encourage
people to have more babies at an earlier age.

The Art of the Possible: Political Possibilities and Consequences of Policy
Reform
This section considers some of the political possibilities and consequences associated with
implementing the options canvassed above. Analysis of the options is broadly presented on
two levels; the first point of analysis is derived from the budgetary politics tradition (in
particular, the guardian-spender model), while the second incorporates broader notions of
electoral and pressure politics. However, it is important to note that other political concerns
(such as, structural, legal, cultural and institutional) are incorporated into the discussion
where it is deemed necessary.

Analysis of these options does not, of course, provide a complete list of the possibilities and
consequences facing each government and, as such, the discussion occurs within the
context of the themes and rationale of the thesis. The vagaries contained within the
following discussion are recognised as an inevitable aspect of any consideration about the
political possibilities and consequences of new policy. A detailed examination of each
option would be beyond the reasonable bounds of this thesis.

Exchanging Information and Planning: the Politics of…

Option 1. The establishment of “fiscal principles” to encourage longer-term thinking
within government. The introduction of fiscal principles, such as those contained within the
Charter of Budget Honesty Act 1998, provides considerable scope for the aggregation of
longer-term thinking within government. The establishment of a charter (similar to the
Australian model) provides both Canada and Sweden with a mechanism for the
achievement of ‘desirable social and political action’ (Simes 2003:23).
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Fiscal principles offer guardian agencies a mechanism to consider the types of budget
pressures that are often overlooked during the regular practice of budgetary politics. They
provide a forum to debate the ‘pros and cons’ of policy change (if necessary) and offer a
basis for arriving at meaningful policy solutions. If adhered to, they can facilitate a dialogue
inside government about policy developments that could not be achieved through standard
electoral or pressure pluralist behaviour of pension actors.

Translating fiscal principles into government and public policy will, undoubtedly, be the
enduring test for this option. Evidence collected during interviews revealed institutional
tensions between guardian agencies over the content of the first Intergenerational Report
(Treasury 2002b). DoFA was critical of Treasury’s role in the production of the report and
many of the underlying assumptions of its policy proposals. In particular, their reluctance to
consult DoFA’s LTBPU during the formulation stages of the report. The requirement to
produce longer-term policy analysis in complex pension policy domains increases the
likelihood of jurisdictional warfare between pension actors.

In contexts where dual finance ministries exist and where dominant pension agencies
demonstrate both guardian and spender tendencies, institutional rivalry is an inevitable
aspect of the process. The lead agency may not include other interested parties in the
assembly of the longer-term report or may be too heavily influenced by claimant interests.
Jealously guarded power over process could potentially undermine the benefits that fiscal
principles bring to government. In order to minimise these tensions or potential for conflict
it may become essential to stipulate the desired roles of actors within the old age pension
landscape.

From a broader perspective of electoral or pressure politics the value of a fiscal principle,
arguably, lies in its ability to either stimulate an ongoing dialogue about the future needs of
a society or to stymie public debate. Since the introduction of the first Intergenerational
Report (Treasury 2002b) the Australian government has engaged in a healthy debate about
the future pressures facing society (Costello 2004a, 2005; Productivity Commission 2004,
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2005). Arguably, such dialogue would have been difficult to foster without the initial
publication of the report.

But publicly identifying the fiscal principles in which a government must follow, exposes
governments and political parties to attack. Once statements of policy are placed on the
public record, governments can be subject to intense criticism for either the direction of
policy solutions or the inadequate response to a problem. The reception of the
Intergenerational Report (Treasury 2002b) is indicative of the risks involved in publicly
stating policy positions/problems. The government was accused of using the report as a
vehicle for propaganda (through questionable assumptions) and for running a scare
campaign about the state of Australian society (Booth and Tickle 2004:8; Conroy 2002;
Uren 2004a). Such criticism can be used against a government during election campaigns
and periods of political crisis.

Given these constraints, it is therefore essential to design a set of principles which
discourages institutional warfare within government and which prevents the trivalisation of
the exercise. A robust and broadly accepted set of fiscal principles that generates thought
provoking policy documents would prove a valuable planning tool to address long-term
budget pressures in Canada and Sweden.

Option 2. The establishment of a Cabinet sub-committee to examine longer-term issues.
The establishment of a Cabinet sub-committee provides a mechanism, within the preeminent decision-making body of government, for the delivery of longer-term public
policy. Fiscal principles, such as Budget Charters and long-term reports, could be used to
ignite ministerial interest in longer-term issues and provide the focal point from which
longer-term expenditure needs can be judged. Information about the future could then be
fed back into Cabinet’s broader decision-making processes and amendments to budgetary
and policy setting could be made accordingly.

Despite the promise Cabinet attention brings to longer-term policy making, the task of
attracting and then maintaining ministerial interest in future budget pressures is
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problematic. Igniting the interests of ministers and maintaining it, is difficult in any modern
democratic polity (ie the metering of executive time and the issue of attention span will
always remain an important problem). Ministers are more likely to be consumed by
immediate political problems and push longer-term problems into the background. Without
the need to make concrete decisions that concern current events, keeping ministerial
interest will be an uphill and ongoing battle. Many officials seemed to agree with one
Canadian senior official who argued: ‘the Prime Minister and his Office don’t think longer
than two weeks ahead, let alone about longer-term budget issues’ (Interview with Canadian
Government Official, 2002; see also Chapter 4). Moreover, it is difficult to envisage that
many politicians would devote large quantities of time to a decision-making process that
benefits future colleges, but potentially harms current political prospects.

A Cabinet sub-committee may also divert attention from other, perhaps, more pressing
political issues. There is a considerable body of evidence to suggest that the Cabinet system
is already burdened and Cabinet calendars are full (Kelly 2000; Weller 2003). Ministers
often complain of being overworked and over stretched and existing Cabinet ministers may
not welcome an additional committee. While this option offers much potential to long-term
budgeting, the realities of modern political life may see such a committee either misused
for the purposes of other political causes or left dormant as ministers pursue other lines of
inquiry.

The membership of the sub-committee lies at the heart of this proposal. It may prove
difficult for a sub-committee to remain politically balanced when key pension actors
perform both guardian and spender roles (see Chapter 4). In countries with dual financial
ministries and cross-agency responsibility for programs, maintaining a balance between
financial and social imperatives may prove a difficult exercise. Ministerial appointments
are often balancing mechanisms to offset the power of individuals within a cabinet or
government. They may also be used as a tool for political control and patronage. As such,
who sits on the committee may be as important as who does not. If crucial government
members sit outside the formal sphere of decision-making, a sub-committee of Cabinet will
form an ineffective basis for policy development and longer-term budget strategies.
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Option 3. The establishment of periodic, cross-jurisdictional forums of pension review. The
establishment of a cross-jurisdictional forum offers an organised arena where information
about the longer-term financial stability of pension programs can receive open and critical
review. The intention of such a forum is not to deprive elected governments of the power to
preside over the nation’s finances, rather it should be seen as a way of complimenting the
decision-making capacities already present in government and for gaining the consensus
necessary for successful pension reform (see Chapter 2).

The electoral benefits of a forum are profound, particularly in countries where pension
systems are facing a crisis in public confidence. A cross-jurisdictional forum not only
publicises the benefits of a new system and eases anxious pension communities, but also
ensures the pension system remains free from ad hoc political decision-making which could
undermine its longer-term stability. In addition, this proposal offers a potentially balanced
forum whereby guardians and spenders, from all sides of politics, can contribute equally to
the policy debate.

The limitations of this option centre on the constraints that are inherent in any bi-partisan
forum established to review public policy. Public forums increase the opportunities for
political gaming, point scoring and pressure politics by allowing peripheral spending and
claimant agencies (such as, non-government experts, pension fund managers, pensioners,
interest groups and business interests) to participate in the decision-making process. These
opportunities are exacerbated in countries where a history of federal and regional
tension/conflict is pronounced.

A simplified view of Australian history reveals an ongoing battle between the states and
Commonwealth governments over the centralisation of political power. The establishment
of a cross-jurisdictional forum would be akin to a direct loss of control over national old
age pension policy for Commonwealth governments. This would not only be in breach of
the Constitution for which the Commonwealth holds responsibility (s. 51), it would also
present opportunities to ambitious state governments to advance their own political causes
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or careers. Such ambitions could undermine the long-term effectiveness of an inclusive
decision-making forum (particularly with regard to the stability of pension schemes) and
provide state governments with a vehicle for electoral or pressure politics. Similar
arguments can be forwarded in the case of Sweden where a long history of regional
governance drives adversarial relations between municipal and central government
administrations.

In addition, there is no recent political precedent within Australia or Sweden to suggest that
state governments have the policy capacities to adequately assess the longer-term effects of
demographic change. The inclusion of ill-prepared sub-national governments may actually
inhibit the planning process, rather than improve the forward looking capacities necessary
to deal with the longer-term pressures of an ageing population.

Moreover, by bringing multiple and competing institutions to the decision-making process
it significantly increases the likelihood of conservative political and policy outcomes. If the
demographic projections presented in Chapter 5 are underestimated and radical change is
required, then negotiating with sub-national governments may become a substantial barrier
to policy reform. Cross-jurisdictional political negotiation is inherently difficult,
particularly with respect to financial and budgetary decision-making (Hunter 1977).
Experience from the reforms of the CPP (where only a modest increase in contributions
was made as a result of federal and provincial negotiations) highlights this tendency
towards conservative political outcomes and the problems of implementing this policy
option in Australia and Canada.

Option 4. The creation of a “Future Fund”. The allocation of surpluses, created during one
generation, to the financial problems of the future is an attractive option to both current and
future governments. The establishment of a Future Fund potentially provides governments
with a flexible pool of revenues to address future pressures when they impact and is an
obvious tool for improving the planning capabilities within government. It also
complements the new wave of intergenerational accounting and accrual budgeting currently
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being advanced by the OECD (Allen and Tommasi 2001; OECD 1997a). 8 Despite its
appeal, the establishment of a Future Fund may actually neglect the budgetary and electoral
realities associated with managing large pools of public money within modern democratic
politics. These political realities have also been a key feature in the cautious approach taken
by the OECD towards the promotion of this policy.

Ensuring that budget claimants ‘remain at bay’ is an ongoing challenge for the guardians of
any earmarked funds – particularly, if governments experience periods of sustained budget
deficit or growth in public debt. Surpluses and earmarked funds pose ‘new challenges’ for
the maintenance of spending discipline, because they are often seen as a ‘source of funds
for new spending’ by administrative agencies (OECD 1999:3; see also Wanna et al. 2000).
The old budget cliché that large surpluses or large pools of money are more difficult to
manage than deficits or recessions, is an enduring problem associated with this policy. It
will not only become essential that guardians stop politicians from spending (or wasting) a
Future Fund, but that governments do not interfere with the investment decisions of a
fund’s resources. Political interference in the management of a Future Fund (be it
misappropriation, low-yield investment decisions or creative accounting) may, over time,
undermine the planning benefits associated with this option (see OAG 1992; 1995; 1998;
1999). 9

Poor or inadequate management of an earmarked fund exposes a government to
considerable electoral risk – especially, when funds fall into deficit. The instances when
social insurance accounts have faulted in the past, the burden of responsibility has fallen
squarely on governments to honour benefit commitments. The financial failures of
Canada’s Employment Insurance, the CPP/QPP and Swedish pay-go pension during the
1990s are all examples of where governments were asked to underwrite the financial
failures of earmarked funds (see Chapter 2). The burden of balancing a Future Fund will
8

OECD sponsored research defines intergenerational accounting as: a calculation, over the longer-term, of
‘public consumption, taxes, debt and intergenerational transfers… for a set of economic growth and
demographic assumptions and for a specific discount rate. It takes into account government revenues and
expense on the basis of the generation to which these transactions are linked by adding up the present value of
the receipts less payments that a government expects to collect over the life span of the generation concerned’
(Allen and Tommasi 2001:308).
9
See Chapter 6 for a discussion on the investment of CPP resources by an independent management broad.
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always remain with the government and, hence, the inability to manage them could result in
severe or permanent electoral damage for a government and its ministers.

Rationing Claimants and Adjusting Resources: the Politics of…

Options 5, 6 and 7. Altering eligibility, tightening administrative procedures, capping
benefits and removing additional programs. Rationing claimant activity through eligibility
and administrative criteria or expenditure capping brings guardian and spender agencies
into conflict over old age pension resources (see Chapter 7). Budget guardians who employ
these options generally do so without the approval of spending and claimant agencies. The
recent reforms recently adopted in Australia (ie. reforms which liberalised concessional
arrangements and tightened eligibility (see Chapter 7)), are perhaps, more likely to gain the
acceptance of social ministries and pension authorities than other reform options. This is
principally because they facilitate administrative simplicity and reinforce the residual
traditions of a tax-financed pension program.

Furthermore, lessons from the Swedish reform process remind us that internal changes to
the administration of pensions are often more likely to gain the acceptance of pension
actors than the implementation of expenditure capping or the removal of additional
programs. Expenditure capping and the removal of additional programs required an
exceptional set of circumstances and historic levels of consensus that would, perhaps, not
be replicated in Australia and Canada (see Chapters 2 and 7). As such, any guardians who
decide to pursue these actions will be forced to strategically and consensually navigate the
political terrain.

Beyond the machinations of guardian-spender politics, the implications of employing these
rationing devices concern: illegal or unethical behaviour; and the impact of powerful
electoral lobby groups. First, rationing through administrative mechanisms could border on
illegal or unethical behaviour. The status of public pension programs legally obliges
government to pay pension benefits regardless of broader fiscal or economic circumstances.
Controlling the cost of pension programs through these mechanisms would be seen as
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crossing the bounds of legality (unless through means-testing). Such activity would expose
a government to significant political risk and place government administrators in a
precarious legal position. Furthermore, it would undoubtedly destabilise a government and
undermine the trust in government to fulfil legal and moral commitments.

Second, as populations continue to age, the ‘grey vote’ will become an increasingly
important aspect of the electoral system. Over time, it is foreseeable that the maintenance of
retirement incomes will be an important electoral issue and, given the history of old age
pension policy, it is unlikely few political elites will pursue rationing-type policies. For
example, a recent suggestion by the Australian government to raise the qualifying age for
pension benefits to 75 years was publicly condemned by the National Seniors Association
Chief Executive: ‘under no circumstances would National Seniors support this policy’
(Deans 2005; Productivity Commission 2005:327). Governments will, thus, be forced to
think about ways of adjusting resource levels which have desirable public finance
outcomes, but do not openly antagonise elderly voters.

Rationing claimant activity is a politically problematic way of meeting the future demands
of the baby boomers and an ageing population. The opportunities available to future
governments will be, partly, determined by the nature, structure and design of each pension
pillar and, partly, determined by the political skills of governments to negotiate rationing
outcomes without causing severe electoral backlash.

Option 8. Increasing pension contributions. The stability of the pension system is vital to
the growth of aggregate pension resources. Stability encourages additional levels of
contribution and allows accumulated pension resources to achieve their investment
potential – both essential aspects in providing resources for an increasing number of
pensionable years.

Increasing the aggregate level of pension resources improves the actuarial basis of second
pillar schemes and stabilises them over the longer-term. It also removes pension generation
from the political agenda and prevents claimants from having to wrestle pension resources
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from guardian agencies. An increase in the contribution rate to a percentage approximating
15 per cent by the Australian Treasury and the Canadian Finance Ministry would prevent
the need for negotiation with spending and claimant agencies in the coming decades. Such
a move would assist guardian agencies in the control of generation and minimise claimant
pressure for additional pension resources over the longer-term. Furthermore, higher rates of
contribution prevent spending agencies from having to negotiate additional cash injections
from the national budget and guardian agencies. But determining who should pay for
additional pension resources (workers, employers or society) is complex and reveals many
notions of revenue politics that have distinct electoral consequences.

Classical notions of revenue politics (such as, the benefit principle, the equity principle and
the ability to pay principle) highlight the tensions associated with generating additional
pension resources (Bailey 1995:186; Groenewegen 1990:113-116; Mikesell 1999:283-304;
Peters 1991:50). Funding increases in pension contributions, through additional employee
levies, exposes government to significant electoral pressure – particularly, in an era of tax
revolt (Grant 2004; Kato 2003; Walker 2004). This is principally because the negative
effects of additional contributions are felt immediately, while the benefits are longer-term
and diffused. Spreading the burden across all workers has the greatest impact on those who
can least afford additional taxation (that is, lower and middle-income wage earners), while
implementing selective increases marginalises individual groups and facilitates the growth
of the anti-taxation lobby.

Through employer contributions and corporate taxes, business also shoulders a
considerable proportion of the financing burden (see Chapter 6). While business has
traditionally been thought of as having a high ability to pay for pension systems, anecdotal
evidence collected during the interview process suggests that governments experience
ongoing pressure from industry lobby groups to decrease pension contributions –
especially, in Sweden. An increase in pension contributions to a rate approximating 15 per
cent in Australia and Canada will arguably cause considerable backlash from the business
community and harm business confidence in the economy. As such, it will become
necessary for governments to find ways of easing the burden of additional contribution
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through transitional arrangements (for example, tax relief or concessions and other forms of
government assistance) for this proposal to become broadly accepted by the business
community.

Finally, levering additional resources from society at large – through increases in
consumption taxes, progressive income taxation or even the establishment of death taxes –
not only engenders the grand politics of taxation within a democratic society, but also
brings to question the politics of distribution and economic efficiency. Advocates of this
proposal would undoubtedly face strong political opposition from all sectors of a society
that has been openly hostile to the concept of taxation over the past half century.

A synopsis of the future opportunities suggests the pursuit of additional resources, through
increased income and consumption tax, will be a likely aspect of the response by
government to an ageing population. Spreading the pain equally across all sections of the
community will be a difficult, yet necessary way of generating resources. However, it will
be essential that future governments seriously consider the regressive consequences of the
policy design to ensure those who can least afford to finance pension systems will not be
unduly disadvantaged. In countries where consumption taxes already exist at a relatively
high rate and are levied by multiple levels of government (such as, Canada and Sweden) it
is essential that any increases in taxation do not harm the longer-term economic prospects
of a nation.

Governments will undoubtedly face opposition from those sectors in the community who
pay additional taxes, but will not receive a public pension or only receive a partial pension.
Thus, the key for future governments will be to ensure that polices and processes are
transparent and that additional taxation leads to desirable social outcomes.

Option 9. Incentivising taxation structures. Chapter 6 demonstrated the trend towards the
individualisation of retirement income in Australia, Canada and Sweden. In order for this to
be achieved governments must encourage individuals to make additional contributions
throughout their lives – in particular, during the early stages of their working careers. For
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example, using tax relief to lure workers into remaining in the workforce beyond the age of
65 years is a policy that has been successfully trialed in Australia (Commonwealth
Government 2004). Substantial or improved tax concessions for second pillar contributions
(between the ages of 65 and 75 years) would not only generate additional revenues, but also
alleviate pressure on first pillar pension schemes over the coming decades. A similar
program of incentives that encourages additional contributions during the early stages of a
career could also be trialed.

Striking the correct balance between taxation and tax concessions will, arguably, relieve
pressure on government revenues over the longer-term and relieve the electoral pressure on
governments to generate additional pension resources. That is, few individuals would
object to fewer taxes on retirement income and a less complex set of concessional
arrangements. However, the trick for governments will be to induce additional resources
without obscuring labour and economic markets or using socially regressive policies (ie,
establishing tax havens for the rich).

Convincing budget guardians to forego some revenue streams in order to facilitate
additional pension savings will be a demanding task. Getting guardians to relinquish
revenue sources, even for the purposes of long-term saving, contradicts the institutional
tendencies of guardian agencies – especially, when they were the original architects of the
tax system. It is, therefore, essential that prime ministers and parliamentary leaders become
intimately involved in the proposal to ensure polices such as these policies receive Cabinet
approval and are implemented immediately.

Additional Policy Options: the Politics of…

Option 10. Attracting more young, skilled migrants. Increasing national immigration levels
provides a means of immediately alleviating the demographic pressure, but is a policy that
has distinct political and electoral limits. The reluctance of governments to address the
pressures of population ageing through immigration is indicative of the barriers confronting
this policy option. Debates about where immigrants are derived have proven divisive
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aspects in the national psyche of each country over the past decade. Debates have often
been captured by ill-informed arguments about the drain of immigrants on economies and
right wing concerns about the preservation of national culture and identity. These
contentions hold significant resonance with sections of the constituency that view
immigration as an important electoral issue.

The current climate in many western liberal democracies towards immigration is mirrored
in each of the case study countries. The rise of conservative right wing political groups and
movements throughout the 1990s has placed considerable pressure on national governments
to adopt populist values, particularly with regard to refugee and asylum seeker policy.
Community attitudes towards immigration and foreign nationals have gradually become
more hostile towards the notion of immigration, despite the incidence of a rapidly ageing
population. Changing community values will become crucial in securing policy reform, if
governments are to increase immigration levels to ease the pressures of an ageing
population. This can only be achieved through the maintenance of significant political will
and strong political leadership.

In addition, two important structural factors may prevent the adoption of this policy. First,
immigration, as a policy solution, has some short-term disadvantages. Immigration alone
has a limited long-term impact because within a generation, immigrants tend to adopt the
fertility patterns of their new countries. Therefore, over time, immigrants become part of
the ageing problem and not part of the solution (Hugo 2004).

Second, some have argued that American multi-national corporations will purge the world
of its young, skilled migrants making it difficult for the rest of the world to compete with
the offer of high wages (Milligan 2004). Attracting young, highly skilled migrants may be a
difficult and costly task for countries with smaller sized economies. Attracting the wrong
types of migrants may prove costly and, in some instances, become a drain on public
finances. Hence, any vagaries in a policy proposal such as this will provoke significant
opposition from guardian agencies. 10
10

See Chapter 7 for evidence of the maxims displayed by guardian agencies.
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Option 11. Inducing higher levels of fertility. The offer of direct and indirect financial
assistance to induce higher rates of fertility will not provide a timely policy solution to the
initial effects of the baby boomers, but will provide an important circuit breaker mid-way
through the most dramatic stages of the ageing cycle. It is unlikely, given the response to
the baby bonus in Australia, that governments will face any significant electoral backlash
from pursuing a policy of this nature. It is also unlikely that the adoption of this proposal
will engender serious opposition from old age pension actors. Evidence collected during the
interview process suggests that guardians will support these kind of policies (provided they
are granted as tax rebates or concessions) and spending agencies will support them if they
offer genuine incentives to have more children (that is, they are not socially regressive).
Moreover, it is unlikely that these programs will be expensive, even over the longer-term,
given the historical trends in fertility (see Figure 2).

The manner in which individuals respond to a proposal of this nature is, perhaps, the most
substantial issue it faces. On the one hand, direct financial assistance, through such
instruments as a baby bonus, offers immediate incentives to encourage higher fertility rates.
A one-off cash payment gives parents discretion over its use which maximises the kudos to
government and publicly indicates that government is responding to the pressures of an
ageing population. To quote the Australian Treasurer, Peter Costello: ‘The baby bonus, it
looks like it’s stopped the fertility rate falling… and it may have turned it up’ (The
Australian 2005).

On the other hand, it is unclear that such a policy response will translate into increased
fertility. One-off cash payments only cover the partial costs of raising children over the
longer-term and, if granted through the tax system they may also be socially regressive
(Tabakoff 2005:1-4). In other words, governments may offer assistance to those who are
already planning to have children and who can afford to do so.

Over the coming decades governments will be presented with numerous opportunities to
provide indirect financial assistance as populations age. The savings that governments are
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expected to experience could be allocated to paid maternity leave, childcare, children’s
education and health care (Productivity Commission 2004, 2005; Treasury 2002b).

The politics of these options will be grand both in terms of electoral and pressure group
activity. Additional funding in these areas will have to compete with the funding pressures
of an ageing population. Well organised pensioner lobby groups will place considerable
pressure on governments to secure extra funding. As such, the role of government will
centre on its ability to communicate the virtues and economic necessity of fertility growth
over the longer-term. Strong political leadership is required to ensure the carriage of this
and other proposals of a similar nature.

The political opportunities presented to politicians and policy-makers in each country will
be immense as national populations age. Governments will be presented with a multiplicity
of opportunities to pursue increases in the fertility rate and will face varying degrees of
support and obstruction throughout the process. With adequate public consultation
governments should be able to achieve considerable advancement in this area of public
policy over the longer-term.

Concluding Remarks
This chapter has promoted the policy options that Australia, Canada and Sweden can
implement to relieve national budgets from the pressures of old age pension commitments
over the coming decades. These options have been derived from the organising framework
of the thesis and analysed with respect to guardian-spender relationships, as well as the
broader electoral implications of each policy. The theoretical contribution of this chapter is
not necessarily in the specific options pursued per se (as they offer indicative advice only),
but in the categorisation of the policy opportunities available to current and future
governments.

This chapter has not attempted to provide a definitive account of the options available to
government, rather it has indicated the types of policy issues that will be useful to future
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governments confronted with demographic transition and longer-term budget problems.
Governments may choose to “muddle through”, plan, or adopt individual options or parts of
them. As with any issue of public policy ‘the devil is in the detail’ and the diverse nature of
these options brings to light many questions that fall beyond the reasonable bounds of this
thesis. It is, therefore, the desire of the researcher that this discussion provides the impetus
for policy experts to more thoroughly investigate the technicalities and political
possibilities of each category of proposals.
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CONCLUSION

A FRAMEWORK FOR ANTICIPATORY BUDGETING

Significance of the Thesis
This thesis has addressed the disjuncture between a projected looming short-fall in
public finances (requiring longer-term planning) and the myopia dominant in budgetary
decision-making and the budgetary literature. It has investigated what is an important
problem of modern governance – the pressure population ageing will place on national
governments to meet future expenditure commitments – by examining the longer-term
stability of old age pension systems.

Pensions provide a case study of a particularly difficult longer-term budget problem.
The historical development of pension systems and their contemporary political and
social significance provide a robust rationale for the empirical focus of this thesis.
Australia, Canada and Sweden have offered three case countries with remarkable
political, economic and demographic similarities, but who each provide public pension
systems through variably distinct models of social welfare provision. The unique aspect
of this thesis lies in the incorporation of both the financial and budgetary elements of
pension programs with the historical, demographic and social understanding of pensions
within modern democratic polities.

The deficiency of the existing budgetary literature, in large part, provided the rationale
for this thesis and its main theoretical framework. A meta-analysis of existing budgetary
literature revealed the absence of a single framework suitable for the diagnosis of
longer-term budget pressures/problems. The primary contribution of the thesis is to
bring together analytical models of government budgeting from different disciplines and
weave them into a conceptual framework that facilitates diagnostic and prescriptive
analysis of budgetary pressures within a particular policy/spending area. Such a
framework provides both practitioners and researchers with additional diagnostic tools
to plan and respond to pressures of demographic transition.
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The detailed empirical analysis of pension provision, across three countries, is the
second contribution to the scholarship. Through the application of the World Bank’s
(1994) multi-pillared model this thesis offers a systematic account of the content of
pension review (that is, the processes for monitoring pension resources and reviewing
pension policy) in Australia, Canada and Sweden – a feature that has been absent from
the existing comparative pension literature. By revealing three aspects about the content
of pension review this thesis fills a void in current pension literature: (1) old age
pension resources, relative to other functions of government, often escapes an annual or
ongoing review process; (2) review is often piecemeal and ad hoc; and (3) the trend
towards three-pillared pension systems impairs the likelihood of an holistic review from
occurring.

The examination of pension provision in Australia, Canada and Sweden also reveals an
important story about the politics of pension review in different political and social
welfare contexts. Analysis of old age pensions, across three advanced liberal
democracies, reveals that old age pension policy domains are characterised by
influential actors that display both guardian and spender/claimant behaviours. The
power and dominance of these actors changes over time, varies between jurisdictions
and is highly dependent on the nature, structure and design of each pension pillar.

From a broarder perspective of electoral and pressure politics, an examination of crossnational pension provision uncovers an important story about the way in which political
elites have used pension systems to achieve political ends. Pensions have often been
used as a form of political leverage to appease voting constituencies and secure electoral
victories. Over the past century, the politics of pension review have been consistently
dominated by the desire to secure benefits, entrench the right to a publicly funded
retirement and to expand the scope of old age pension programs.
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Summary of Main Findings
The main findings of this thesis are summarised into five broad categories. Each
category of findings has been clustered around the major themes to emerge from the
theoretical framework of the thesis. The main findings are derived from the empirical
evidence concerning both the content and politics of pension review within a
comparative budgetary context.

The History of Old Age Pensions

The history of old age pensions is one of growth both in scope and in cost (See Chapter
2). From humble beginnings, the initial role of the old age pension centred on
alleviating poverty amongst the ‘deserving poor’ but the incremental extension of
benefit levels and the addition of new pillars gradually changed the focus of old age
pension provision. Today, pensions are the single, largest ongoing expenditure
commitment within most OECD countries (see OECD 2005b).

The growth of pensions throughout the twentieth century has cemented their place
within national psyches and on political agendas. Eager to capitalise on the political
advantages associated with pension systems, political elites have consistently reinforced
the notion of a publicly funded post-retirement income. Through repeated extensions to
the level of benefits and an expansion of the franchise, pensions occupy a position of
entitlement unrivalled by any other program of individual benefits.

The history of pension provision has also been inherently public-collectivist, despite a
recent trend towards the individualisation of provision. Governments have historically
met the cost and financial burden of pension pillars. They have financially supported
pension programs at each stage of their development (establishment, growth and
reform) and pursued pensioner friendly policies to ensure the maintenance of pension
benefits. This is a trajectory that is unlikely to deviate in the future.
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Ageing Populations Place Expenditure Pressures on Old age Pension Systems

The populations of Australia, Canada and Sweden are not only ageing, they are also
living significantly longer (See Chapter 5). Ageing populations (while not a necessarily
unique finding within itself) will place considerable pressure on all three pillars of a
pension system to fulfil the financial commitments of the future. Canada’s pension
pillars are anticipated to experience the most profound effects of the three countries,
with moderate and subtle impacts anticipated on the Australian and Swedish systems
respectively.

First pillar pension schemes will, over time, become a larger drain on national budgets
and consume an increasing share of gross national incomes. Second pillar pension
schemes will be called upon to provide retirement incomes for an increasing number of
pensionable years. Current estimates indicate that second pillar reserves will be
insufficient to satisfy future commitments, thereby, placing pressure on governments to
ensure their stability over the longer-term. Third pillar schemes will be increasingly
looked upon to meet the short-fall of first and second pension pillars; however, this
forms a problematic basis for pension provision. Third pillar schemes are mostly
utilised by a percentage of the population that is least likely to require public assistance.

The predicted growth in economic dependency facing Australia, Canada and Sweden
will impact on the ability of each country to provide pension resources over the longerterm. The changing nature of economic dependency first, deprives national economies
of productive capacity and the revenue necessary to finance pension benefits and
second, increases the number of claimants for old age pension resources. These twin
forces will place latent or structural pressure on governments to fulfil old age pension
commitments for an increasing number of pensionable years.

Drawing on both the historical development and the agenda setting theories of Kingdon
(1995) and Downs (1972), the thesis indicated when latent or structural pressure is
likely to become activist political behaviour and initiate pension review. Chapter 5
argued that pension issues ‘oscillate’ onto the political agenda when elections are
imminent; however, this alone is not enough to initiate substantive pension reform or
review. It is only when elections collide with economic cycles and demographic
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pressure that a policy window opens and national governments can exercise their
budgetary levers and the policy function.

Budget Levering: Generating Additional Resources or Rationing Existing
Expenditure?

Given the demographic characteristics facing Australia, Sweden and, especially Canada,
it will be imperative for governments to exercise their budget levers to ensure the
stability of pension funds over the longer-term. Generating resources and the ability to
ration them are crucial notions of governmental capacity (Schick 1990). Without these
functions governments cannot budget and budgeting will not occur.

Two distinct, yet, contradictory principles have dominated the practice of old age
pension financing over the past century. One principle holds that the responsibility for
financing is inherently social and, thus, pensions should be funded out of general
government revenues, while a second contends that pension financing should be the
responsibility of the individual (Messere et al. 2003:104). Political decision-makers
initially sought great comfort in socialising the costs of old age pension systems and, as
a consequence, governments are today the largest contributory group. But for over a
decade the primacy of this position has been challenged from within government.
Reforms have outwardly challenged the traditional role of central governments in the
field of old age pension financing.

The threat of population ageing and the influential discourse of the World Bank have
motivated governments to transfer the burden of pension financing towards the
individual. By raising the level of resources within pension systems (through increases
in contributions), incentivising the taxation system to facilitate greater levels of private
saving and implementing private sector mechanisms, governments have sought to
insulate themselves from the perils of the future. However, little reflection about the
nature and future adequacy of pension resources occurs within government on a regular
basis. Moreover, the treatment of retirement income (as both a source of taxation and as
a means of encouraging private forms of saving) is both overly complex (especially, in
Australia) and contradictory to the longer-term stability of pension systems.
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These forces will together impact negatively on the ability of governments to pursue an
individualised model of resource generation. Hence, the generation of pension
resources, to meet future commitments, will be heavily dependent on the skills of
generating actors to facilitate change, build consensus and convince the community
about the merits of change.

The nature, structure and design of pension pillars impair the ability of governments to
control the levels of resources which flow out of pension systems. The largely offbudget and legal status of old age pension programs renders traditional tools of
budgetary rationing ineffective. But the commonly held or populist myth that
governments have completely ‘lost control’ over pension (and entitlement) expenditure
(Peterson and Howe 1988), is challenged by the empirical evidence presented in this
thesis.

An analysis of the various ways in which pensions are reviewed, reveals numerous
possibilities to achieve rationing outcomes over the longer-term. The rules and
regulations governing the payment of first and second pillar pension schemes actually
provide distinct opportunities to engage in budget rationing (despite both Canada and
Sweden having universally accessible pension schemes not amenable to rationing).
Such opportunities range from the open and transparent through to covert and secret
forms of political control.

Non-traditional budgetary mechanisms will play an important role in rationing future
pension resources. Rationing will come via eligibility criteria and changes to program
administration – traditionally the domain of pension authorities and spending portfolios.
This will provide for an interesting and complex budgetary landscape whereby the
agencies that make claims for pension resources will also play a dominant rationing
role.

Pension (entitlement) programs are not conducive to budget levering, by comparison, to
many other functions of government. However the design, structure and nature of old
age pension pillars (and budgetary systems) provide governments with a distinct set of
possibilities to engage in budgetary levering.
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Conceptualising the Options for Reform

To address the longer-term pressures of demographic transition and population ageing
this thesis proposes three categories of reform which focus on the different facets of the
policy problem. These categories (Exchanging Information and Planning, Rationing
Claimants and Adjusting Resources and Additional Policy Options) provide a means for
considering policy reform within the context of existing budgetary processes. In other
words, they are options which complement the MTEFs employed by most OECD
countries.

By canvassing eleven options, Chapter 8 indicated the main type of options available to
governments. These options demonstrate the diagnostic power of the theoretical
framework and offer a platform of reform that is grounded in the evidence-based nature
of old age pension provision and review, and an understanding of budgetary, electoral
and social welfare politics. Moreover, the strength of the research lies in the offer of
policy proposals that are in step with the structural aspects of a multi-pillared pension
system – the internationally recognised and universally favoured model of old age
pension provision. The options to flow from these three categories provide a pragmatic
guide to national governments (of any complexion) that are expected to experience the
pressures of demographic transition and population ageing.

Implications of the Research Findings
Policy Implications for Demographically Sensitive Expenditure

The implications of this thesis for other demographically sensitive programs are
profound. Schick’s (1990) model of budgetary functions combined with Heclo and
Wildavsky’s (1974) and Widavsky’s (1964) notion of budgetary politics provide a
strong organising framework, with considerable intellectual value, for understanding the
budgetary implications of demographic transition. The categories of the Claiming
Function, the Generating Function, the Rationing Function and the Information
Exchange Function provide a diagnostic tool for the anticipation, conceptualisation and
assessment of all longer-term budget pressures. Taken together, the functions provide a
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means of examining the entire resourcing commitments of a government, even when
programs are off-budget and seemingly outside the decision-making routines of
government.

In particular, this research has many implications for public health care programs.
Public health (as a proportion of national income) is predicted to rise significantly
across the OECD over the next half century. Recent public discourse has highlighted the
need for reform within the health sectors of all OECD countries; however, policymakers are without a tool for understanding the longer-term budgetary impacts of public
health programs. The conceptual model developed in this thesis offers a robust
framework to anticipate the longer-term revenue/expenditure pressures of a nation-state
that could be applied to all demographically sensitive programs.

Implications for the Study of Long-term Budgeting

The study of budgeting over the longer-term has, to date, been insufficient. The
development of a model for anticipating, conceptualising and assessing long-term
impacts on the budget is an important addition to the existing scholarship. The
construction and application of a multi-theoretic model of longer-term budgeting
bridges this gap in the field of budgetary politics. Its explanatory power not only lies in
its ability to assess budget pressures in one function of government, but also in its
ability to analyse cross-national budgetary pressures involving multiple functions of
government. As governments and the scholarship grapples with longer-term pressures
and short-term decision-making cycles, it is inevitable that diagnostic devices such as
this will become an important aspect of the budgetary literature.

The contents of this thesis also highlight the flexibility of existing budgetary literature
to explain the possibilities and limits of modern governance. This thesis suggests that
many elements of traditional budgetary thinking are still relevant for tackling today’s
problems and will remain important tools for explaining budgetary politics for many
decades to come. The rich tapestry of existing budgetary thought will, undoubtedly,
form the basis for adaptation and development of this and similar frameworks, as the
pressures of the future shape budgetary decision-making.

272

Implications for the Study of Old Age Pensions

The examination of old age pensions, through the World Bank’s (1994) multi-pillared
model, provides an empirical contribution to the comparative social policy literature. On
the one hand, this thesis demonstrates the power of the World Bank’s model to explain
the similarities and differences in the structure, nature and design of modern pension
systems. It also demonstrates the flexibility of the World Bank model to conduct
detailed empirical research of pension systems across multiple countries and to arrive at
meaningful policy conclusions.

On the other hand, a systematic cross-national study of this nature highlights the
theoretical and pragmatic limitations of a multi-pillared pension system that is less
reliant on a dominant state-funded pillar. A multi-pillared pension system moves against
the tide of history and the political realities of pension fund failure. The history of
pensions is inherently social and expansionary and the adoption of a three-pillared
pension system does not necessarily insulate governments from the perils of pension
fund instability. In fact, a model less reliant on public provision may prove to be more
problematic for governments over the coming decades – especially, if substantive
reform is necessary. Governments who too anxiously seek a model of individualised
pension provision may be handing their predecessors a poisoned chalice. It is, therefore,
essential that policy-makers of the future be reminded of these limits.

Future Research Opportunities
Cross-national research of this nature has considerable implications for all countries
impacted by demographic transition – particularly, the retirement of the baby boomers.
In rapidly ageing countries with underdeveloped pension pillars (such as, Japan and
New Zealand) a tool for diagnosing long-term problems will be a crucial part of the
policy design (Kato 2003; Scobi 2005). In countries where demographic pressures are
less pronounced and welfare structures are more advanced, such analysis will still
provide the basis for budget and pension reform. That is, if predictions about the USA
and other parts of Europe prove to be correct over the longer-term (GAO 1999; EU
2001a), then this thesis offers a starting point from which anticipatory budgeting can
occur.
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In short, this thesis has developed a theoretical model for diagnosing and curing the
problems associated with an ageing population that could not have been derived from
the annual or medium-term budgetary decision-making process. It also offers a model
which can be applied to other functions of government and to other OECD countries. As
such, there are two future directions in which research from this thesis could be further
investigated. On the one hand, there is considerable scope for this research to be
extended to the pension systems of all OECD countries and, on the other hand, the
scope of this study could be extended to examine a broader range of government
programs and social functions.
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APPENDIX
SCHEDULE OF INTERVIEWS

Australia
Stephen Bartos, former Deputy Secretary, Budget Group, Department of Finance and
Administration, 15 May 2002, Canberra.

Sam Cavalli, Director, Financial Markets, Seniors and Means Test Branch, Department of
Families and Community Services, 3 December 2004, Canberra.

Greg Coombs, Acting Branch Manager, Long-term Budget Unit, Department of Finance and
Administration, 19 November 2002, Canberra.

Leonie Corver, Director, Retirement Policy, Seniors and Means Test Branch, Department of
Families and Community Services, 3 December 2004, Canberra.

Matthew Flavel, Branch Manager, Budget Coordination Unit, Department of Finance and
Administration, 21 November 2002, Canberra.

John Fulop, Assistant Director, Retirement Policy Section, Seniors Means Test Branch,
Department of Families and Community Services, 3 December 2004, Canberra.

Phil Gallagher, Director, Retirement and Income Modelling, Retirement and Personal Income
Division, Budget Group, Department of the Treasury, 16 May 2002, Canberra.

Malcolm Holmes, former Director, Department of Finance and Administration and Advisor
to the World Bank, 10 July 2002, Brisbane.

Malcolm Pye, Family and Community Services Agency Advice Unit, Budget Group,
Department of Finance and Administration, 20 November 2002, Canberra.
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Steven Lack, Director, Performance Audit Branch, the Australian National Audit Office, 30
November 2004, Canberra.

Eric Rojahn, Director of Projects, Seniors and Means Test Branch, Department of Families
and Community Services, 3 December 2004, Canberra.

Judy Spense, Policy Analyst, Budget Group, Department of the Treasury, 16 May 2002,
Canberra.

Canada
John Apt, Audit Manager, Office of the Auditor General, 19 June 2002, Ottawa.

Bill Austin, Assistant Secretary, Social and Cultural Affairs, Treasury Board Secretariat, 21
June 2002, Ottawa.

Real Bouchard, Director, Federal-Provincial Relations and Social Policy Branch, Department
of Finance, 20 June 2003, Ottawa.

Richard Brunton, Acting Director of Old Age Security, Old Age Security, Human Resource
Development Canada, 12 June 2003, Ottawa.

Pete de Vries, Assistant Secretary, Economic Policy Unit, Department of Finance, 13 June
2003, Ottawa.

Richard Dominique, Audit Manager, Office of the Auditor General, 19 June 2002, Ottawa.

Jeff Greenberg, Assistant Auditor General, Office of the Auditor General, 20 June 2002,
Ottawa.

Mark Hodgson, Director, Employment Insurance, Department of Finance, 16 June 2002,
Ottawa.
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Keith Horner, Director, Tax Policy Branch, Department of Finance, 19 June 2002 and 16
June 2003, Ottawa.

Stephane Jette, Senior Analyst, Old Age Security, Department of Finance, 18 June 2002,
Ottawa.

Mike Joyce, Assistant Secretary, Expenditure Controllership Branch, Treasury Board
Secretariat, 7 June 2002, 20 June 2002 and 10 June 2003, Ottawa.

Phil King, Economist, Department of Finance, 7 June 2002, Ottawa.

David Maloney, Parliamentary Liaison, Privy Council Office, 19 June 2002, Ottawa.

Chris Matier, Economist, Department of Finance, 7 June 2002, Ottawa.

Michel Millette, Director, Social Insurance Program Division, Office of the Chief Actuary,
10 June 2003, Ottawa.

Bryce Peacock, Director, Financial Analysis Group, Pensions Division, Treasury Board
Secretariat, 18 July 2003, Ottawa.

David Rodgers, Senior Analyst, Expenditure and Management Strategies Sector, Treasury
Board Secretariat, 11 June 2003.

Luc Seguin, Analyst, Social Policy Group, Treasury Board Secretariat, 7 June 2002, Ottawa.

Joe Shebib, Analyst, Income Retirement, Treasury Board Secretariat, 7 June 2002, Ottawa.
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Sweden
Per Akesson, Head of Department of Pension, Department of Pension, National Social
Insurance Board, 30 June 2003, Stockholm.

Ulf Andersen, Audit Manager, Swedish National Audit Office, 3 July 2003, Stockholm.

Anders Burnstedt, Senior Administrative Officer, Economic Affairs Department, Ministry of
Finance, 2 July 2003, Stockholm.

Danne Mikula, Senior Researcher, Department of Research, Analysis and Statistics, National
Social Insurance Board, 30 July 2003, Stockholm.

Ole Settergren, Lead Economist, Department of Research, Evaluation and Statistics, National
Social Insurance Board, 30 July 2003, Stockholm.

Magnus Sjostrom, Desk Officer, Social Insurance Division, Ministry of Health and Social
Affairs, 1 July 2003, Stockholm.

Anna Westerberg, Senior Administrative Officer, Economic Affairs Department, Ministry of
Finance, 2 July 2003, Stockholm.

United Kingdom
Steve Saxon, Private Pensions and Pensions Strategy, HM Treasury, 28 June 2003, London.
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